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Great Opportunities don’t happen

by accident. They do happen when a
strategy for success i1s combined with
a strong focus on customer service
and a clear vision to help people and
businesses be successful. That's the
Comerica difference.
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Comerica Incorporated (NYSE: CMAY} is a financial services
company headquartered in Dallas, Texas, and strategically

"II.I.I
aligned into three business segments: the Business Bank, the

M Retail Bank and Wealth & Institutional Management. Comerica

fein a . focuses on refationships and helping businesses and people

shIfipge

v . to be successful. Comerica Bank locations ¢can be found in
Michigan, California, Texas, Arizona and Florida, with select

. businesses operating in several other states, and Canada,
1]

ot I - Mexico and China. To receive e-mail alerts of breaking Comerica

TP AE

news, go to www.comerica.com/newsalerts.

About the Cover; The state coins represent Comerica’s primary markets. The green color hightights Comerica’s focus on social and gnvironmaental sustainability in the communities whera it operates.
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Financial Highlights

dollar amounts in millions,
except per share data years ended December 31

| . Change
Income Statement 2007 2006 Amount Percent
Net interest income $ 2,003 $ 1,983 $ 20 1%
Provision for loan losses 212 37 175 N/M
Income from continuing operations*® 682 782 {100} {13)
Net income 686 893 {207) {23)
Basic earnings per common share:
Income from continuing operations™ 4.47 4,88 (0.41) (8)
Net income 4.49 5.57 {1.08) (19)
Diluted earnings per common share:
Income from continuing operations® 4.40 4.81 (0.41} 9
Net income 4.43 5.49 {1.06) {(19)
Cash dividends declared per common share 256 2.36 0.20 8
Book value per common share 34.12 3270 1.42 4
Market value per common share 43.53 58.68 {15.15} {26}
Average common shares outstanding - basic 153 160 {7 (5)
Average common shares outstanding - diluted 155 162 (7) (5}
Ratios
Return on average assets 1.17% 1.58%
Return on average assets from continuing operations* 1.16 1.38
Return on average common shareholders’ equity 13.62 17.24
Return on average common shareholders’ equity
from continuing operations* 13.44 15.11
Average common shareholders’ equity as a percentage of average assets 8.66 9.15
Tier 1 common capital as a percentage of risk-weighted assets 6.85 7.54
Tier 1 capital as a percentage of risk-weighted assets 7.51 8.03
Total capital as a percentage of risk-weighted assets 11.20 11.64
Balance Sheet (st December 31)
Total assets $62,331 $ 58,001 $ 4,330 7%
Total earning assets 57,448 54,052 3,396 6
Total loans 50,743 47 431 3,312 7
Total deposits : 44,278 44,927 {649) {1}
Total common shareholders’ equity 5,117 5,153 (36} {1}

N/M - not meaningful
* income from continuing operations excludes the results of Munder Capital Management, & subsidiary soid in 2006 {after-tax gain of $108 miltion) and reported
a3 a discontinued operation in alf periods presented.

Net Income Diluted Net Income Per Common Share
in miflions of dollars in dollars

861 51
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B Netincome # Dituted earnings per share
# Net income from continuing operations W Diluted earnings per share from continuing operations
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At A Glance

The Business Bank
=1

Comerica’s 1 Comerica's

three business Business
Bank provides

segments provide e companies with an
Great Opportunities .. array of credit and

non-credit financial
products and
services.

for customers

Average Deposits 2007 Achievements

+ Average Middle Market loans grew 5 percent in 2007 to
$16.2 billion, led by growth of 7 percent in the Texas market
and 11 percent in the Western market

%

‘ + Average Specialty Business loans grew 17 percent in 2007 to
§4.8 billion {excludes Financial Services Division loans), with
Energy Lending and Technology and Life Sciences contributing
to much of the growth

« Obtained the MasterCard Performance Excellence Award for

Comerica’s success in the commercial card — public sector
Total Revenug

+ Introduced a suite of trade cycle financing products for commercial

5% . .
customers engaged in cross-border business

+ Named by the U.S. Department of the Treasury as financial agent for
a debit card services program aimed at Social Security recipients

58%

Average Loans

Ny i Competitive Advantages

‘ « Expertise in forming strong relationships with corparate clients

+ Solid partnership with Retail Bank and Wealth & Institutional
Management

+ Experienced and seasoned staff

s0% * Rigorous credit training program

» Recognized as a clear cash management leader, as demonstrated
by 16 A+ grades (the most of any banks measured) and six A
grades in the Phoenix-Hecht 2007 Middle Market Monitor, and the
Nilson Report's ranking of Comerica as the largest issuer of prepaid
commercial cards

B The Business Bank
| H The Retail Bank
B Wealth & Institutional Management
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Bank delivers
personalized
financial products
and services

to consumers,
entrepreneurs and
smalt businesses.

2007 Achievements

* Opened 30 new banking centers, 28 of which are
in Comerica's high-growth markets of Texas, California
and Arizona

* Relocated three banking centers and completed
refurbishments to 27 banking centers: 22 in Michigan,
three in Texas and two in California

» Streamlined and enhanced Comerica's personal
checking account product line

-

Introduced enhanced Web Bill Pay features making it
easier for individuals and small businesses to manage
their online bill payments

* Introduced key consumer loan product offerings into
Comerica’s growth markets

* Launched strategic major marketing campaigns
to attract new business

Competitive Advantages
+ S8killed and knowledgeable teams

* Solid partnership with Business Bank and Wealth &
Institutional Management

* Recognized by Greenwich Associates for excellence in
serving small businesses

+ Comerica customer contact center ranked second by
O'Connor & Associates in a report measuring the sales

and service effectiveness of in-bound sales agents at banks

* Highly ranked by ].D. Power and Associates in its 2007
Retail Banking Satisfaction Study™

At A Glance

I
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Wealth & Institutional Management

b

Comerica’'s Wealth

& Institutional
Management division
serves the needs

of affluent clients,
foundations and
corporations.

ELEEIN

2007 Achievements

-

14 percent net income growth versus 2006

Launched Wealth Station — open architecture
management on fiduciary platform fully integrated
with financial planning

Rolled out insurance, 401(k) and financial planning
in Texas, Florida and California

Successfully converled to state-of-the art capital
markets platform and introduced new online trading
and compensation programs

Reorganized Michigan and Texas territory and
private fiduciary businesses for greater efficiency
and productivity

Intreduced institutional investment consulting
and fiduciary hack-office outsourcing services

Created alliance with insurance companies to expand
distribution and product offerings

Iniliated active fixed income separate accoun! management

Competitive Advantages

PAGE 3

Superior relationship management with holistic
financial services offered in local markets

Solid partnership with Business Bank and Retail Bank
Competilive products and services

Sales-and-service culture focused on satisfying
institutional and high net worth clients’ financial needs
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Letter to Shareholders

Comerica continued to execute i11s

Growth Strategy in 2007 despite a challenging
economic environment.

Dear Shareholders,
Comerica continued to execute its growth
strategy in 2007 despite a challenging

economic environment.

It was a year that saw the entire financial
services sector grapple with rocky market
conditions. Fortunately, the issues that
have caused the greatest volatility in the
marketplace fall largely outside the parameters
of Comerica's business. As a result, we
weren't distracted by them and were able
to build positive momentum, as evidenced
by our strong loan growth, particularly in
our high-growth markets; the continuation
of our successful banking center expansion
program; and the relocation of our corporate

headquarters to Dallas, Texas.

We also were able to control expenses in
2007, and at the end of the year entered into
a multi-year procurement services contract
with an outsource provider to reduce our
operating expense base, enhance our current
procurement capabilities and further enable
efficient growth.

l

A the continued challenging economic
RALPH W, BABB JR.

Qur capital position remained solid,

providing us with ample cushion to weather

' PAGE 4
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Letter to Shareholders

environment, while also providing us with the
flexibility to continue to invest in our growth
markets. We increased our annual dividend for
the 39th consecutive year in 2007.

We were able to move forward in the year,
even as a challenged residential real estate
market, particularly in Michigan and California,
affected our overall financial performance.

For the full year 2007, Comerica reported
income from continuing operations of $682
million, or $4.40 per diluted share, compared
to $782 million, or $4.81 per diluted share, for
2006. The provision for loan losses was $212
million for 2007, compared to $37 million for
2006. Return on average common shareholders’
equity from continuing operations was 13.44
percent for 2007 and 15.11 percent for 2006.

While Comerica doesn’t have subprime
mortgage programs, the widely reported
subprime meltdown clearly had an impact
on our residential real estate development
exposure in 2007. We believe we have taken the
appropriate actions to manage these risks and
provide appropriate reserves.

Our pursuit of long-term value for
shareholders is embodied by our sharp focus

Return on Average Common
Shareholders’ Equity From
Continuing Operations

in percent

18.02
14.85
13D7 ||| |||
03 04 0s

151

||| 13.44
as o7

on managing and mitigating risk. In fact, we
have not created any structured investment
vehicles, off-balance-sheet conduits or other
forms of high-risk, sophisticated financing
vehicles that drew headlines in 2607.

To the contrary, in recent years we have
invested significant resources into enhancing
our credit and risk processes. We view our
credit quality and focus on risk management
as a key differentiator for our company and
take a view that this philosophy must remain a
constant regardless of where we are in a credit
or economic cycle.

These enhanced credit processes are helping
us navigate the swift currents and manage
though cycles like the one we saw in 2007 and
expect in 2008.

In addition to risk management, there are
many other important differentiators that
contribute to our success. Perhaps most
significant is our focus on relationships.

Comerica offers all the products of a large
nationwide bank, but we do it with the
customer service, care and market knowledge of
a community bank (see customer profiles on the
following pages). Our banking professionals are

Cash Dividends Declared
Per Common Share
in U.S. dollars

2.58
238
2.20
| | ||| ||| “\
03 1] 05 08 o7
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Letter to Shareholders

local experts who are known for their ingenuity,
flexibility, responsiveness and attention to
detail. We are committed to delivering the
highest quality financial services.

During the year, Comerica continued its
strategic expansion into the nation’s highest
growth markets. While we celebrate our
Michigan-based roots, Comerica has extended
its footprint to include the attractive high-
growth markets of Texas, California, Florida and
Arizona, which are expected to account for more
than half of the country’s entire population
growth between 2000 and 2030.

We firmly believe that our expansion, which
also diversifies our revenue mix, is the right

strategy at the right time for our company.

Comerica is aligned into three business
segments: the Business Bank, the Retail Bank,
and Wealth & Institutional Management.

We view our Business Bank focus as a natural
entry point to cross-sell products and services
of our Retail Bank and Wealth & Institutional
Management. We are not a mass-market retail
bank. We have a refined strategy that maximizes
the opportunity for our banking centers to
support all of our lines of business.

We opened 30 new banking centers during the
year, 28 of them in our high-growth markets of
Texas, California and Arizona. We have generated
nearly $1.8 billion in new deposits in the banking
centers that have opened since late 2004.

Our three major business segments were

important contributors te our growth in 2007.

In the Business Bank, our efforts to provide
outstanding cash management services were
recognized in the Phoenix-Hecht 2007 Middle
Market survey, in which we received 16 A+

grades, more than any other bank measured.

We firmly believe
that our expansion,
which also
diversifies our
revenue mix, is the
Right Strategy at
the Right Time for
our company.

Comerica also was among more than a dozen
banks in 2007 that competed for the opportunity
to serve as financial agent to the U.S. Department
of the Treasury for a program that will provide
debit card services to Social Security recipients.
Comerica was selected, in part, because of our
experience as a pre-paid card issuer for a number
of state government programs. This should
provide us with significant deposit growth and
fee income over time.

In the Retail Bank, we completed
refurbishments to 27 banking centers in 2007:
22 in Michigan, three in Texas and two in
California. We also streamlined and enhanced
Comerica’s personal checking account product
line into five packages designed to fulfill
specific consumer needs. And, we introduced
enhanced Web Bill Pay features, which made it
easier for individuals and small businesses to
manage their online bill payments.

In Wealth & Institutional Management, we
launched Wealth Station — an open architecture
investment platform fully integrated with
financial planning. We also rolled out
insurance, 401(k)} and financial planning in

PAGE &
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Letter to Shareholders

Texas, Florida and California. In addition, we
successfully converted to a state-of-the art
capital markets platform.

You can read more about cur business
segment achievements and competitive
advantages on pages 2 and 3 of this report.

During the year, we relocated our corporate
headquarters from Detroit, Michigan, to
Dallas, Texas. The relocation of our corporate
headquarters positions our company in a more
central location with greater accessibility to
all of our markets. It advances our strategy to
diversify our customer base and extend our
reach into high-growth markets.

Comerica has maintained a presence in Texas
for 20 years, and we are now the largest banking
company headquartered in the state — an
important differentiator as we work to enhance

customer relationships and build new ones.

Michigan and the city of Detroit are still key
markets for us, and our customers there know
they can continue to rely on the same Comerica
people who provide exceptional customer

service and who they’ve come to know and trust.

Comerica’s commitment to the communities
it serves also was enhanced in 2007. We
provided more than $16 million to not-for-
profit organizations nationwide, including more
than $8 million from the Comerica Charitable

Foundation, which we fund. Our employees also

raised more than $2.3 million for the United
Way and Black United Fund.

Our commitment to diversity was recognized
in 2007 by, among others, the national business
magazines DiversityInc and Hispanic Business,
which ranked Comerica 37th among the “Top
50 Companies for Diversity” and sixth on
the “Diversity Elite 60 List,” respectively.

DiversityIne also ranked us third for our

commitment to supplier diversity.

Looking ahead to 2008, we expect the banking
industry to continue to be challenged, but we
plan to navigate our way through these swift
currents as we have in the past. We will continue
to execute our growth strategy in 2008. We
expect our banking center expansion program
to keep pace with our 2007 openings, and once
again be focused on our growth markets of Texas,
California, Arizona and Florida.

As part of our corporate strategy, we also are
making a commitment to conduct our business
and operations in a way that enhances the
well being of people and the communities in
which they live, and protects and preserves
the environment for future generations. More
information about our sustainability efforts can
be found online at www.comerica.com.

You can be assured that we will continue
to be guided by our vision to help people be
successful by delivering the highest quality
financial services, providing outstanding value
and building enduring customer relationships.
We are committed to providing attractive
long-term returns for you, our shareholders.

in Besly

RALPH W. BABB JR.
Chairman and Chief Executive Officer
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Great Opportunities

Omega Environmental Technologies, a Dallas, Texas-based distributor

and light manufacturer of after-market automotive air conditioning

products, has achieved double-digit growth in sales in recent years,

despite major restructuring in the automotive industry.

Founded in 1989, Omega is one of the top privately owned

companies in the Dallas/Fort Worth area. In 2007, it was the winner

of the prestigious Small Business Exporter of the Year Award by the
Export-Import Bank of the United States (Ex-Im Bank].

“We service 87 countries,” said Omega founder and chief executive

officer Grace Davis. “We're always looking for niche markets whether

through geographical expansion or new lines.”

Comerica provides Omega a large spectrum of products and services —

from its lines of credit, including Comerica Trade Finance department

involvement in an Ex-Im Bank facility — to the company’s 401(k} plan.

“Comerica was our first bank and has becn a very important

part of our success.”

In August 2007, Comerica announced the
site of its new corporate headquarters

in Texas, with the signing of a multi-year
lease at the 60-story office tower located
at 1717 Main Street in downtown Dallas.

Four "Comerica” signs were placed
atop Comerica Bank Tower in
November 2007.

The Comerica Bank New Year’s Parade
through downtown Dallas kicked off in

front of the new corporate headquarters,
and on January 2, 2008, the first floor
banking center opened for business for
the first time.

Comerica Bank Tower serves as a hub
for the underground pedestrian walkway
system that connects shops, restaurants
and other area buildings.
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Great Opportunities

Comerica believes the Lone Star State
provides Great Opportunities to grow and
succeed, both here in the U.S. and abroad.

S MW

Safety Vision is a Houston, Texas-based company, founded in 1993,

that soon ranked number 298 among the Inc. 500 fastest-growing private

companies in the United States. Its mobile camera systems help reduce

risk, prevent accidents and save lives in mobile fleet industries as

diverse as police, mass transit, mining and student transpertation.

Safety Vision owner and chief executive officer Bruce Smith
attributes the company’s annual double-digit growth to the increased
need for safety and security, and a surging international presence.
Safety Vision now sells products in 25 countries.

Safety Vision began a banking relationship with Comerica in 2006.

“We chose Comerica because they provided compelling options, so
it made economic sense to make the move,” Smith said. “You cannot
fund the type of growth we're experiencing without having a great

banking relationship.”
BRUCE SMITH

Comerica’s Treasury
Management Services Offer “It doesn’'t make sense for us to for.processing and depositipg into
Y focus on heing the low-cost their account. Customers with many

Great Opportunities for commodity provider — our strengths  lacations benefit from this service

Business Customers are in our creativity, flexibility and because they can consolidate all their
ahility to recognize efficiencies and deposits and never have to leave
other opportunities for customers,” their office,

Although Comerica boasts nearly said McCarty.

60 treasury products, its Treasury

Management team, led by Dan One such example is Comerica

McCarty, is moving toward a more Business Deposit Captures™, which ;%

helistic approach when presenting allows customers to scan checks and

business customers with solutions. transmit the images to Comerica
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Leveraging Leadership in Michigan

One of Detroit's hidden gems can be found on Conner Street in a
developing neighborhood on the city's east side. It is the home of
Samaritan Center, the country’s largest one-stop employment and

training center.

In 2007, Samaritan Center received a new addition with the
opening of Samaritan Manor, which became the first skilled nursing

rehabilitation facility lo open in Detroit in more than 20 years,

Comerica has supported Samaritan Center and Samaritan Manor

*, Samaritan Denta through its Middle Market banking team, and the Comerica Charitable
e Foundation, which Comerica funds, has supported it

with contributions.

“The Comerica Charitable Foundation has contributed to the
revitalization efforts on Detroit’s east side by supporting Samaritan
Center,” said Brother Francis Boylan, Samaritan Center president.
CAROLINE CHAMBERS . ) . o
“We appreciate the foundation’s support, which will impact our
community for many years to come.”
BROTHER FRANCIS BOYLAN

Great Opportunities in the Sunshine
State are Plentiful for Comerica

Dreams, Inc. provides sports fans and cotlectors with maore
than 60,000 officially licensed products from all major sports.

In business for 28 years, the vertically integrated sports
memorabilia and licensed sports producis firm sought

a credit and non-credit relationship with a bank that
understood its business and could help it continue to grow.
That bank was Comerica.

ROSS TANNENBAUM
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Great Opportunities

The Great Lake State provides -

Great Opportunities, and is where Comerica
has been helping people and businesses be
successful for nearly 160 years.

McNaughton-McKay was founded in 1910 in Detroit, Michigan, by two
entrepreneurs, John McNaughton and Arch McKay who, through their
successors, fostered a family owned and operated business for over 95 years.

“We have since grown to become one of the world’s largest and most
diverse electrical distributors,” said Donald D. Slominski, Jr., president and
chief executive officer of McNaughton-McKay. “Comerica helped us grow
and has been an important contributor to our overall success.”

Comerica Bank has been McNaughton-McKay's bank of choice for more than
75 years. The bank helped McNaughton-McKay with a number of acquisitions,
and in 2006 assisted the company in becoming 100 percent employee-owned.

“Comerica provided us with the necessary advice and capital resources
to allow the family owners to achieve their desired objective of providing
liquidity for their holdings while transitioning the operation and contro!l of

the business over to their loyal employees,” noted Slominski.
DONALD D.

SLOMINSKI, JR. Today, McNaughton-McKay has 22 U.S. locations in Michigan, Ohio,
D Georgia, and North & South Carolina. It also has expanded into the European
market with facilities in Stuttgart and Wegberg, Germany.

“Our overall objective is to establish a market-ieading, Comerica supports Dreams, Inc. with a comprehensive
totally licensed, sports and entertainment products, suite of treasury management sotutions to fulfill ail of
enterprise and true multi-channel retailer,” said Ross the company's depository and dishursement needs.
Tannenbaum, Dreams, Inc. president and chief

executive officer.

“In order 1o execule our business plans, il hecame
apparent that we needed to secure an appropriate
long-term commercial banking relationship. During

our due-diligence process, it was clear that Comerica’s
Middle Market group in Florida was the ideal choice for us.”



Ar0a}:
1832

BOB WORSLEY

'!4\‘

COMERICA INCORPORATED 2007 ANNUAL REPORY
Great Opportunities

Building Momentum in the West

For Wente Vineyards, the key to making great wine stems from
successfully running a family owned and operated business for more
than 125 years. Now managed by the fourth and fifth generations of the
Wente family, the winery farms nearly 3,000 acres of estate vineyards in
the Livermore Valley, San Francisco Bay and Monterey County.

Wente Vineyards is California’s oldest continuously family owned
and operated winery. Carolyn Wente, vice chairman and former
president of Wente Vineyards, says Comerica played an important role
in her company’s growth and its addition of a lifestyle business that
complements and enhances the core business of growing grapes and

making wine.

“Comerica understands the supply and demand cycles of the wine
industry, and they’ve been very supportive of our restaurant, the concert
series and other additions to our business,” said Wente.

Finding Great Opportunities
in the Grand Canyon State

Renegy Holdings, Inc. is a green energy company focused
on aperating a growing portfolio of hiomass-to-electricity
power generation facilities to address a growing demand for
renewable and economical power.

“In 2002, more than 450,000 acres of Arizona forests were
ravaged by the largest fire in the Southwest. After witnessing
the devastation firsthand, it occurred to me that all this wood

PAGE 12
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Great Opportunities

Comerica finds Great Opportunities in the
Golden State and in the Valley of the Sun, where
entrepreneurship is alive and well, and where
good ideas help people and the environment.

At age five, Allyson Ames started developing her culinary skills by
making breakfast for her mother. At age 17, she earned the title of
Best Young Chef in America. Her dream was to own a bakery. That
dream became a reality after Allyson teamed with her mother, Sondra,
in establishing Wonderland Bakery. In its first year of operation, the
bakery had revenues surpassing $1 million.

The bakery’s success has given Allyson and Sondra the chance to
give back. They founded the Thanks a Million Cookies Foundation,
where a percentage of Wonderland Bakery's profits are distributed to

philanthropic causes.

The mother-daughter team is working with Comerica to set up
funding for a nationwide product launch.

“We have developed great relationships with our Wealth &

Institutional Management banking team in Caosta Mesa,” said Sondra.
SONDRA AMES ona gome 8 _
. “Comerica is a partner in our success as we grow our business.”

waste could be transformed into useful energy,” said into the renewable energy marketplace with the goal of
Bob Worsley, chairman and chief executive officer of becoming the leading biomass-to-electricity indepencdent
Renegy. "Comerica helped turn this vision into reality power producer in North America.”

by securing the financing necessary to build our first

biomass-to-eleciricity facility near Snowflake, Arizona.

“Comerica’s support also enabled us to establish the

fuel procurement infrastructure necessary 1o collect the
fire-salvaged wood and build a three-year inventory of

wood waste fuel prior to commercial operations, We are
now pursting a broader growth strategy and expansion

PAGE 17
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Mapping Great Opportunities

Reach and Scope: Comerica's primary markets are in Michigan, California, Texas, Arizona and Florida. Select businesses ¢an be found in
several other cities and siates (see list opposite pagel. Comerica’s service areas also extend into Canada (Toronto and Windsor, Ontariol,
Mexico (Monterrey) and China {Shanghai).

Texas Market

Headquarters: Dallas
Markets: Dallas/Fort Worth Metraplex,

- Austin, Houston
4 .
. L]
Banking Centers: 7% .
[nformation: 214.589.1400 e

Michigan Market

Headgquarters: Detroit
Markets: Metrapolitan Detroit and greater Ann

Arbor, Battle Creek, Grand Rapids, Jacksan, oe ‘r;
Kalamazoo, Lansing, Midland, Muskegon ’O‘o.
L
Barking Centers: 237
Information; 313.222.4000 o8,
or 248.371.5000 Ll

Western Marked ! .
TR R ENEE IS B LR [ [PPSR
Headquarters: San Jose
Markets: San Francisco & the East Bay,
San Jose, Los Angeles, Orange County,

, San [eqo. Fresno, Sacramento and Santa

Cruz/Monterey, as well as

\ Phoenix/Scottsdale, Arizona

Banking Centers: 91
(83 in California; 8 in Arizana)
Information; 408.556.5000

Florida Market

Headquarters: Boca Raton
Markets: Beca Raton, Fort Lauderdale,
Naples, Palm Beach Gardens, Riviera Beach,
Sarasota, Stuart, Wellington, Westen

Banking Centers: 9 I d
Infermation: 800.777.7198 -egen

Market Headguarters
#® Banking Centers

Canada Headgaariers Toronio, Outanio Mexico epr e 0F 2e Monmie rey

mivrianon Toronto 416 367 3113, Wandsor 578 250 0460 Informaton 62 818 368 0316
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Comerica Bank Tower
1717 Main Streat

Dallas, Texas 75201

800.521.1120
800.292.1300
214.462.4463
313.222.2840
info@comerica.com
WWW.comerica.com

Directory Services:
Product Information:
Media Contact:
investor Contact:
E-mail address:
Website:

Other Comerica Locations

City Business
Barrington, 1L SBA Lending
Bellevue, WA Technology & Life Sciences
Boston, MA Fiduciary Services, Technology
& Life Sciences
Chicago, IL Fiduciary Services, International
Finance, National Dealer Services
Cincinnati, OH Middle Market Banking
Cleveland, OH Middle Market Banking
Denver, CO National Dealer Services,

Fiduciary Services

Las Vegas, NV U.S. Banking

Memphis, TN Fiduciary Services
Minneapolis, MN Fiduciary Services
New York, NY Fiduciary Services
Princeton, NJ Fiduciary Services
Reston, VA Technology & Life Sciénces
Rocky Mount, NC Fiduciary Services
Seattle, WA Fiduciary Services
Wilmington, DE Fiduciary Services

Bank Without Borders
Provides Great Opportunities

for Comerica Employees to pursue open

Having a talent management system

that places a premium on attracting,

retaining and developing colleagues

with excellent customer service skills
is important ta Comerica, particularly
as it continues to grow.

assistance,

That is why Comerica developed
a program called “Bank Without

Borders.” Colleagues are encouraged

to them around the country, and are
provided with enhanced relocation

“The program increases efficiency
and productivity for Comerica

by filling open positions with
experienced colleagues whenever
possible,” said Jacquelyn Wolf, chief
human resoutrces officer.

COMERICA INCORPORATED 2007 ANNUAL REPORT
Locations

Other Comerica Units

Comerica Bank & Trust, National Association
Provides a national platform for the delivery of trust, investment
management and other banking services.

Comerica Insurance Services, Inc,
Offers life, disability, long-term care, group benefits, and property
and casualty insurance to businesses and individuals.

Comerica Leasing Corporation
Provides equipment leasing and financing services for businesses
throughout the United States.

Comerica Securities, Inc.

A full-service broker-dealer that offers stocks, bonds, corporate
and public finance, mutual funds and annuities, along with a full
suite of fee-based investment management services.

Comerica West Incorporated
Originates mid-sized loans to business customers with a specific
emphasis on the Western United States.

Wilson, Kemp & Associates, Inc.

Provides investment advisory services to private investors,
corporations, municipalities and charitable institutions throughout
the United States.

World Asset Management, Inc.

Manages indexed portfolios for institutional clients,
including municipalities, unions, corporations, endowments
and foundations.

W.Y. Campbell & Company
Provides investment banking and corporate finance services to
Fortune 500 companies and middle-market firms.

The results of the program are
evident. Hiring managers are filling
key positions faster. Experienced
colleagues are staffing positions
in markets throughout Comerica’s
footprint. Bank

Without Borders

is contributing

to Comerica’s

growth and

SUCCESsSs.

positions available
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Board of Direclors

Ralph W. Babb Jr.
Chairman and

Chief Executive Officer
Comerica Incorporated and
Comerica Bank

Lillian Bauder, Ph,D. tmene
Retired Vice President

Masco Corporation
{manufacturer of diversified
household and consumer
products and services)

Joseph J. Buttigieg Hl %
Vice Chairman
Comerica Incorporated and
Comerica Bank

James F. Cordesg {"415°
Retired Executive Vice President
The Coastal Corporation
{diversified energy company)

Roger A. Cregg s
Executive Vice President and
Chief Financial Officer

Pulte Homes, Inc.

{national hame builder)

Peter D. Cummings 213
Chairman

Ram Realty Services

{private real estate management
and development company)

T. Kevin DeNicola M@
Former Senior Vice President and
Chief Financial Officer

Lyondell Chemical Company
{global manufacturer of

basic chemicals)
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Anthony F. Earley Jr. ¥
Chairman and

Chief Executive Officer

DTE Energy Company
{diversified energy company)

Alfred A. Piergallini'?
Chairman, President and
Chief Executive Officer
Wisconsin Cheese Group, Inc.
{manufacturer and marketer
of ethnic and specialty
cheeses); Consultant, Desert
Trail Consulting (marketing
consulting organization)

Robert S. Taubman®®
Chairman, President and
Chiet Executive Officer
Taubman Centers, inc. and
The Taubman Company
{shopping center management
cormpany engaged in leasing,
management and construction
supervision)

Reginald M. Turner Jr. 1%
Member

Clark Hill PLC

{full-service law firm}

William P. Vititoe 1*H455
Retired Chairman, President
and Chief Executive Officer
Washington Energy Company
(diversified energy company,
now Puget Sound Energy, Inc.}

Kenneth L. Way 27
Retired Chairman and
Chief Executive Officer
tear Corporation
{manufacturer of automotive
components)

PAGE 16

Leadership

Senior Leadership Team

Ralph W. Babb Jr.
Chairman and
Chief Executive Officer

Joseph J. Buttigieg lll
Vice Chairman
The Business Bank

Elizabeth S. Acton
Executive Vice President
and Chief Financial
Officer

Connie Beck
Executive Vice President
The Retail Bank

John R. Beran
Executive Vice President
and Chief Information
Officer

Jon W. Bilstrom

Executive Vice President
Governance, Regulatory
Relations & Legal Affairs

David E. Duprey
Executive Vice President
General Auditor

Linda D. Forte
Senior Vice President
Business Affairs

J. Michae! Fulton
President
Comerica Bank —
Western Market

Dale E. Greene
Executive Vice President
and Chief Credit Officer

Charles L. Gummer
President

Comerica Bank -
Texas Market

Edward T. Gwilt
Senior Vice President
Asset Quality Review

Michae!l H. Michalak
Executive Vice President
Corporate Planning,
Development & Risk
Management

Dennis J. Mooradian
Executive Vice President
Wealth & Institutional
Management

Thomas D. Ogden
President

Comerica Bank -
Michigan Market

Jacquelyn H. Wolf, Ph.D.
Executive Vice President
Chief Human Resources
Officer

Board Commillees

M Audit

2 Compensation

@ Corporate Governance
and Nominating

W Qualified Legal

Compliance

® Enterprise Risk

* Committee Chairperson
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PERFORMANCE GRAPH

Comparison of Five Year Cumulative Total Return
Among Comerica Incorporated, Keefe 50-Bank Index, and S&P 500 Index
{Assumes $100 Invested on 12/31/02 and Reinvestment of Dividends)

$250

—#— Comerica Incorporated
—ik— Keefe 50-Bank Index

8200 4 —O— S&P 500 Index

- =
~

d \
$100 {¥

$50

$0
2002 2003 2004 2005 2008 2007
Comerica Incorporated $100 $135 $153 $148 $159 $124
Keefe 50-Bank Index $100 $134 $147 $149 $178 $137
S&P 500 Index $100 $129 $143 $150 $173 $183

The performance shown on the graph above is not necessarily indicative of future performance.
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TABLE 1: SELECTED FINANCIAL DATA

Years Ended December 31
2007 2006 2005 2004 2003
{dollar amounts in millions, except per share data)

EARNINGS SUMMARY .
Netinterest income . ... ... .. ... ... . civurrennn.. $ 2003 $ 1983 $ 1,956 % 1,811 % 1,928

Provision forloan losses. . ............ ... ... ... .. 212 37 (47) 64 377
NONINETESLINCOIME . . . v v e e e ir e i in s ans 8588 855 819 808 850
Noninterest eXpenses .. .............rvuneneneo.n. 1,691 1,674 1,613 1,458 1,452
Provision for income taxes . . .. .................... 306 345 393 349 291
Income from continuing operations. . ... ............ 682 782 Bl6 748 658
Income from discontinued operations, net of tax. ... ... 4 1 45 9 3
Netincome..................... e 686 893 861 757 661

PER SHARE OF COMMON STOCK
Diluted earnings per common share:

Income from continuing operations . .. ............ $ 440 % 481 $ 484 % 431 $ 373

NetinCome . ... ...t 4.43 5.49 5.11 4.36 - 3.75
Cash dividends declared . . ... .. ....... ... ... .. .... 2.56 2.36 2.20 2.08 2.00
Common shareholders’ equity . .................... 3412 32.70 31.11 29.94 29.20
Marketvalue. .. ... ... ... ... .. ... . . i 43.53 58.68 56.76 61.02 56.06
YEAR-END BALANCES
Total @ssets . ... ... i $62,331 $58,001 $53,013 551,766 $52,592
Total eamning assets. .. ............ i 57,448 54,052 48,646 48,016 48,804
Totalleans ... ... ... ... ... ... 50,743 47,431 43,247 40,843 40,302
Totaldeposits .. ....... . . . . 44,278 44,927 42,431 40,936 41,463
Total medium- and long-term debt. . . ., ... .. ... ..... 8,821 5,949 3,961 4,286 4,801
Total common shareholders’ equity .. ............... 5117 5,153 5,068 5,105 5110
AVERAGE BALANCES .
Totalassets . ... ... ... ... ... $538,574 $56,579 §32,506 $50,948 $52,980
Total earning assets, .. ............ .. ... . ..., 54,688 52,291 48,232 46,975 48,841
Total loans . .. ... e 49,821 47,750 43,816 40,733 42,370
Total deposits . . .. ......... .. ... 41,934 42,074 40,640 40,145 41,519
Total medium- and long-term debt. . .. ....... ... .... 8,197 5,407 4,186 4,540 5,074
Total common shareholders’ equity ................. 5,070 5176 5,097 5,041 5,033
CREDIT QUALITY .
Allowance forloanlosses . .. .................. .... $ 557 % 493 § 516 % 673 $ 803
Allowance for credit losses on lending- related

COMMItMENts .. .. ... ... ........couiii.n., 21 26 33 21 33
Total allowance for creditlosses . . .................. 578 519 549 694 836
Tota! nonperforming assets. . ...................... 423 232 162 339 538
Netloancharge-offs .. .............. ... ... ....... 149 60 110 194 365
Net credit-related charge-offs .. .................... 153 72 116 154 365
Net loan charge-offs as a percentage of average total

loans. ... . e 0.30% 0.13% 0.25% 0.48% 0.86%
Net credit-related charge-offs as a percentage of average

totalloans. . ... ... 031 .15 0.26 0.48 0.86
Allowance for loan losses as a percentage of total period-

endloans ........... ... . ... i 1.10 1.04 1.19 1.65 1.99
Allowance for loan losses as a percentage of total

nonperforming loans .. ........................ 138 231 373 215 158
RATIOS
Netinterest margin. . ............c.ciouiinne.nn 3.66% 3.79% 4.06% 3.86% 3.95%
Return on average assets . . ........................ 1.17 1.58 1.64 1.49 1.25
Return on average common shareholders’ equity . ... ... 13.52 17.24 16.90 15.03 13.12
Efficiencyratio . ............ ... . . i 58.58 58.92 58.01 55.60 53.19
Dividend payout ratio. . .. ........................ 57.79 42.99 43.05 47.71 53.33
Total payout to shareholders. .. ......... .. ... ... .. 142.44 85.79 104.11 96.56 57.60
Average common shareholders’ equity as a percentage of

AVETABR ASSIS . . . ..t e 8.66 2.15 9.7 29.90 9.50
Tier 1 common capital as a percentage of risk-weighted

ASSBLS . . . L e e 6.85 7.54 7.78 8§13 . 8.04
Tier 1 capital as a percentage of risk-weighted assets . . . . 7.51 8.03 B.38 B.77 872
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2007 FINANCIAL RESULTS AND} KEY CORPORATE INITIATIVES

Financial Results

Reparted income from continuing operations of $682 million, or $4.40 per diluted share for 2007,
compared to $782 million, or $4.81 per diluted share, for 2006. The most significant item contributing to
the $100 million decrease in income from continuing operations in 2007, when compared to 2006, was an
increase in the provision for loan losses of $175 million. Net income was $686 million, or $4.43 per
diluted share for 2007, compared to $893 million, or $5.45 per diluted share for 2006. Included in net
income in 2006 was a $108 million after-tax gain on the sale of the Corporation's Munder subsidiary

Returned 13.52 percent on average common shareholders’ equity and 1.17 percent on average assets

Generated growth from December 31, 2006 to December 31, 2007 of $3.3 billion in loans and $1.3 billion
in unused commitments to exiend credit

Generated geographic market growth in average loans (excluding Financial Services Division) of seven
percent from 2006 to 2007, including Texas {16 percent), Western (13 percent) and Florida (11 percent},
with the Midwest market down one percent

Increased total revenue two percent, including four percent growth in noninterest income. Excluding a
$47 million Financial Services Division-related lawsuit settlement and a $12 million loss on the sale of the
Mexican bank charter in 2006, total revenue growth was three percent and noninterest income growth was
eight percent

Contained the increase in noninterest expenses to $17 million, or one percent, from 2006. 2007 included
incremental expenses related to new banking centers ($23 million), a charge related to the Corporation’s
membership in Visa, Inc. (Visa} ($13 million) and costs associated with the previously announced
headquarters move to Dallas, Texas ($6 million). 2006 noninterest expense included interest on tax
liabilities of $38 million. Interest on tax liabilities was not classified in noninterest expenses in 2007, and
instead classified in the “provision for income taxes”, Full-time equivalent employees increased less than
one percent from 2006 to 2007, even with the addition of 30 new banking centers during the period

Incurred net credit-related charge-offs of 31 basis points as a percent of average total loans in 2007,
compared to 15 basis points in 2006; nonperforming assets increased to $423 million, reflecting chal-
lenges in the residential real estate development industry in Michigan and California

Raised the quarterly cash dividend 8.5 percent, 10 $0.64 per share, an annual rate of $2.56 per share, for an
annual dividend payout ratio of 58 percent

Repurchased 10 million shares of outstanding common stock in the open market for $580 million, which
combined with dividends, returned 142 percent of earnings to shareholders

Key Corporate Initiatives

Relocated corporate headquarters to Dallas, Texas, where Comerica already had a major presence, to
position the Corporation in a more central location with greater accessibility to all markets. Comerica is
now the largest bank headquartered in Texas

Continued organic growth focused in high growth markets, including opening 30 new banking centers in
2007; in 2008, Comerica expects to open 32 new banking centers. Since the banking center expansion
program began in late 2004, new banking centers have resulted in nearly $1.8 billion in new deposits

Continued to refine and develop the enterprise-wide risk management and compliance programs,
including improvement of analytics, systems and reporting

Managed full-time equivalent staff growth 1o less than one percent, even with approximately 140 full-time
equivalent employees added to support new banking center openings

Reduced automotive production exposure from loans, unused commitments and standby letters of credit
and financial guarantees from $4.2 billion at December 31, 2006 to $3.7 billion at December 31, 2007
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OVERVIEW/EARNINGS PERFORMANCE

Comerica Incorporated (the Corporation) is a financial holding company headquartered in Dallas, Texas.
The Corporation’s major business segments are the Business Bank, the Retail Bank and Wealth & Institutional
Management. The core businesses are tailored to each of the Corporation’s four primary geographic markets:
Midwest, Western, Texas and Florida.

The accounting and reporting policies of the Corporation and its subsidiaries conform to U.S. generally accepted
accounting principles and prevailing practices within the banking industry. The Corporation’s consolidated financial
statements are prepared based on the application of accounting policies, the most significant of which are described on
page 72 in Note 1 to the consolidated financial staternents. The most critical of these significant accounting policies are
discussed in the “Critical Accounting Policies” section on page 62 of this finandal review.

As a financial institution, the Corporation's principal activity is lending to and accepting deposits from
businesses and individuals. The primary source of revenue is net interest income, which is derived principally
from the difference between interest earned on loans and investment securities and interest paid on deposits and
other funding sources. The Corporation also provides other products and services that meet the financial needs of
customers and which generate noninterest income, the Corporation’s secondary source of revenue. Growth in
loans, deposits and noninterest income is affected by many factors, induding the economic growth in the markets
the Corporation serves, the financial requirements and health of customers and successfully adding new
customers and/or increasing the number of products used by current customers. Success in providing products
and services depends on the financial needs of customers and the types of products desired.

The Corporation sold its stake in Munder Capital Management (Munder) in 2006. This financial review and
the consolidated financial statements reflect Munder as a discontinued operation in all periods presented. For
detailed information concerning the sale of Munder and the components of discontinued operations, refer to
Note 26 to the consolidated financial statements on page 127,

The remaining discussion and analysis of the Corporation’s results of operations is based on results from
continuing operations.

The Corporation generated growth of $3.3 billion in ioans and $1.3 billion in unused commitments to
extend credit from December 31, 2006 to December 31, 2007. Excluding Finandal Services Division, nearly all
business lines showed average loan growth in 2007, compared to 2006, including Spedialty Businesses, which
includes Entertainment, Energy, Leasing, and Technology and Life Sciences (17 percent), Global Corporate
Banking (12 percent}, Private Banking (11 percent), National Dealer Services (5 percent}, Commercial Real Estate
(5 percent), Small Business (5 percent) and Middle Market (5 percent). Excluding Financial Services Division,
average loans grew in the Texas (16 percent), Western (13 percent) and Florida { 11 percent) geographic markets in
2007, compared to 2006, and declined one percent in the Midwest market. Average loans decreased 44 percent in
2007 in the Financial Services Division, where customers deposit large balances (primarily noninterest-bearing)
and the Corporation pays certain customer services expenses {included in noninterest expenses on the consol-
idated statements of income) and/or makes low-rate loans (included in net interest income on the consolidated
statements of income) 10 such customers. Average deposits excluding Financial Services Division increased
$1.9 billion, or five percent from 2006. The increase in average deposits excluding Financial Services Division
when compared to 2006, resulted primarily from an increase in customer and institutional certificates of deposit.
Average Financial Services Division deposits decreased $2.0 billion, or 34 percent, in 2007, compared to 2006. The
decrease in average Financial Services Division deposits in 2007, when compared to 2006, resulted from a
$1.5 billion decrease in average noninterest-bearing deposits and a $508 million decrease in average interest-
bearing deposits. Noninterest-bearing deposits in the Corporation’s Financial Services Division include title and
escrow deposits, which benefit from home mortgage financing and refinancing activity. Financial Services
Division deposit levels may change with the direction of mortgage activity changes, the desirability of such
deposits and competition for deposits. Net interest income increased one percent in 2007, compared to 2006,
primarily due to loan growth.

Noninterest income, excluding net securities gains, net gain (loss) on sales of businesses and income from
lawsuit settlernent, increased seven percent in 2007, compared to 2006, resulting primarily from increases in
fiduciary income ($19 million), commercial lending fees ($10 million), income from principal investing and
warrants ($9 million) and card fees ($8 million).
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The Corporation’s credit staff dlosely monitors the finandial health of lending customers in order to assess ability
to repay and to adequately provide for expected losses. Loan quality was impacted by challenges in the residential real
estate development industry in Michigan and California and a leveling off of overall credit quality improvement trends
in the Texas market and remaining businesses in the Western market. Credit quality trends resulted in an increase in net
credit-related charge-offs and nonperforming assets in 2007, compared to 2006. The tools developed in the past several
years for evaluating the adequacy of the allowance for loan losses, and the resulting information gained from these
processes, continue 1o help the Corporation monitor and manage credit risk.

Noninterest expenses increased one percent in 2007, compared to 2006, primarily due to increases in net
occupancy and equipment expense ($18 million), regular salaries ($16 million) and a charge related to the
Corporation’s membership in Visa {$13 million), partially offset by a decrease resulting from the prospective
change in the classification of interest on tax liabilities to “provision for income taxes” on the consolidated
statements of income effective January 1, 2007. Noninterest expenses included $38 million of interest on tax
liabilities in 2006. The $18 million increase in net occupancy and equipment expense in 2007 included $9 million
from the addition of 3¢ new banking centers. Full-time equivalent employees increased by less than one percent
{approximately 80 employees) from year-end 2006 to year-end 2007, even with approximately 140 full-time
equivalent employees added to support new banking center openings.

A majority of the Corporation's revenues are generated by the Business Bank business segment, making the
Corporation highly sensitive to changes in the business environment in its primary geographic markets. To
facilitate better balance among business segments and geographic markets, the Corporation opened 30 new
banking centers in 2007 in markets with favorable demographics and plans to continue banking center expansion
in these markets, This is expected to provide opportunity for growth across all business segments, especially in the
Retail Bank and Wealth & Institutional Management segments, as the Corporation penetrates existing relation-
ships through cross-selling and develops new relationships.

For 2008, management expects the following, compared to 2007 from continuing operations (assumes the
economy experiences slow growth in 2007 rather than a recession):

¢ Mid 1o high single-digit average loan growth, excluding Financial Services Division loans, with flat growth
in the Midwest market, high single-digit growth in the Western market and low double-digit growth in the
Texas market

* Average eamning asset growth in excess of average loan growth

¢ Average Financial Services Division noninterest-bearing deposits of $1.2 to $1.4 billion. Financial Services
Division loans will fluctuate in tandem with the level of noninterest-bearing deposits

¢ Rased on the federal funds rate declining to 2.00 percent by mid-year 2008, average full year net interest
margin between 3.10 and 3.15 percent, including the effects of higher levels of securities, lower value of
noninterest-bearing deposits, average loan growth exceeding average deposit growth and the 2008 FAS 91
impact discussed below '

» Average net credit-related charge-offs between 45 and 50 basis points of average loans, with charge-offs in
the first half higher than in the second half of 2008. The provision for credit losses is expected to exceed net
charge-offs

* Low single-digit growth in noninterest income

* Low single-digit decline in noninterest expenses, excluding the provision for cedit losses on lending-
related commitments and including the 2008 FAS 91 impact discussed below

* Effective tax rate of about 32 percent
¢ Maintain a Tier one common capital ratic comparable to year-end 2007

¢ Statement of Finandal Accounting Standards No. 91 (FAS 91) - Accounting for Loan Origination Fees and
Costs, Beginning in 2008, a change in the application of FAS 91 will result in deferral and amortization (over
the loan life) to net interest incormne of more fees and costs. Based on assumptions for loan growth, Joan fees
and average loan life, the estimated impadt on 2008, compared to 2007, will be to lower the net interest
margin by about 3-4 basis points (approximately $20 million), lower noninterest expenses by about 3-
4 percent (approximately $60 million) and increase earnings per share by about four cents per quarter
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TABLE 2: ANALYSIS OF NET INTEREST INCOME-Fully Taxable Equivalent (FTE)
Years Ended December 31

2007 2006 2005
Average Average  Average Average  Average Average
Balance  Interest Rate Balance  Interest Rate Balance Interest Rate
{dollar amounts in millions)

Commercial loans{1)(2)(3}.......... $28,132 $2,038  7.25% $27,341 $1,877  6.87% $24,575 S$I,381  5.62%
Rea) estate construction Joans . . ... ... 4,552 374 8.21 3,905 336 8.61 3,194 231 7.23
Commerdal mortgage loans . . . ... ... 9,771 709 7.26 9,278 675 7.27 8,566 ° 534 6.23
Residential mortgage loans ... ....... 1,814 111 6.13 1,570 95 6.02 1,388 80 5.74
Consumerloans ................. 2,367 166 7.00 2,533 181 7.13 2,696 159 5.89
Lease fimancing .. ................ 1,302 40 3.04 1,314 52 4.00 1,283 49 3.81
Intenational loans. . . ............. 1,883 133 7.06 1,809 127 7.01 2,114 126 5.98
Business loan swap expense(4) ....... — (67) — — (124) — — (2) —

Total loans(2){3)(5) ............. 49,821 3,504 7.03 47,750 3,219 6.74 43,816 2,558 5.84
Investment securities available-for-

sale(6) ...... ... ... ..., 4,447 206 4.56 3,992 174 4.22 3,861 148 3.76
Federal ds sold and securities

urchased under agreements 1o resell. . 164 9 5.28 283 14 5.15 390 12 3.29

Other shon-term investments .. ...... 256 14 5.65 266 18 6.69 165 12 7.22

Total earning assets. . .. .......... 54,688 3,733 6.82 52,291 3,425 6.53 48,232 2,730 5.65
Cash and due frombanks. . ... ... ... 1,352 1,557 1.721
Allowance for loan losses .. ... ... ... (520} (499) {623)
Accrued income and other assets . . . ... 3,054 3,230 3,176

Total assets . .................. $58,574 $56,579 $52,506

Money market and NOW deposits(1) . .. 514,937 460 3.08 315373 443 288 517,282 337 1.95

Savings deposits. . ... ............. 1,38% 13 0.93 1,441 1t 0.79 1,545 7 0.49
Customer centificates of deposit . . .. ... 7,687 342 4.45 6,505 261 4.01 5418 148 2.73
Institutional centificates of .
deposit{d){(7). ... ... ... ... ..., 5.563 300 539 4,489 235 5.23 511 19 3.72
Foreign office time deposits(8). . . . . . . . 1,071 52 4.85 1,131 55  4.82 877 37 4.18
Total interest-bearing deposits. . ... .. 30,647 1,167 3.81 28,939 1,005 3.47 25,633 548 2.14
Short-term borrowings . . ... ........ 2,080 105 5.06 2,654 130 4.89 1,451 52 3.59
Medium- and long-term debt1(4}(7}) . . . . 8,197 455 5.55 5.407 304 5.63 4,186 170 405
Total interest-bearing sources . ... ... 40,924 1,727 4.22 37,000 1,439 3.89 31,270 770 2.46
Noninterest-bearing deposits(1). .. . ... 11,287 13,135 15,007
Accrued expenses and other liabilities . . . 1,293 1,268 1,132
Shareholders’ equity . .. ............ 5,070 5,176 5,097
Total liabilities and shareholders’
OQUITY .+ oot $58,574 $56,579 : $52,506
Net interest income/rate spread (FTE) . . . $2,006 2,60 $1,986 2.64 $1,960 319
FTE adjustment(9) ... ... .......... $ 3 5 3 $ 4
Impact of net noninterest-bearing sources T
offunds ........ ... .. L. 1.06 1.15 0.87
Net interest margin (as a percentage of
average earning assets) (FTE)(2)(3) . . . 3.66% 3.79% 4.06%
{1) FSD balances included above: -
Loans (primarily low-rate) . . . . .. $1,318 $ 9 069% $233 $ 13 057% $ 1,893 $ B8  045%
Interest-bearing deposits .. ... .. 1,202 47 391 1,710 66 3.86 2,600 76 2.91
Noninterest-bearing deposits . . . . 2,836 4,374 5,851
(2) Impact of FSD loans (gprimari.ly jow-
rate) on the following: .
mmercial loans . .......... 0.32)% 0.59)% 0.43)%
Totalloans . ............... 0.18 0.32 0.24

Net interest margin (FTE
(assuming loans were funded by
noninterest-bearing deposits) . . (0.08) (0.16} (0.15)
(3) Impaa of 2005 warrant accounting
change on the following:

Commerdal loans ........... $ 20 0.08%
Totalloans . ............... . 20 0.05
Net interest margin (FTE} . ... .. 20 0.04

{4) The gain or loss attributable to the effective portion of cash flow hedges of loans is shown in “Business loan swap expense”. The gain or loss
attribunable 10 the effective portion of fair value hedges of institutional certificates of deposits and medium- and long-term debt, which
totaled a net gain of $12 million in 2007, is induded in the related interest expense line items.

{5) Nonaccrual loans are included in average balances reported and are used to calculate rates,

{6) Average rate based on average historical cost.

(7) Institutional certificates of deposit and medium- and long-term debt average balances have been adjusted to reflect the gain or loss
attributable 1o the risk hedged by risk management swaps that qualify as a fait value hedge.

(8) Includes substantially all deposits by foreign domiciled depositors; deposits are primarily in excess of $100,000.

(9) The FIE adjustment is computed using a federal income tax rate of 35%.
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TABLE 3: RATE-VOLUME ANALYSIS-Fully Taxable Equivalent (FIE)

Interest income (FTE):
Loans:

Commercial leans ..........
Real estate construction loans. .
Commercial mortgage loans. . .
Residential mortgage loans. . . .
Consumer loans............
Lease financing. .. ..........
International loans . .........
Business loan swap expense .. .

Total loans .. ............

Investment securities available-

forsale ...................

Federal funds and securities

purchased under agreements to
resell.. ... ... ... ...

Other short-term investments. . . .

Total interest income (FTE). .

Interest expense:
Interest-bearing deposits:
Money market and NOW

ACCOUNTS . ..o v e
Savings deposits . . .. ........
Certificates of deposit. ... .. ..

Institutional certificates of

deposit .................
Foreign office time deposits . . .

Total interest-bearing

deposits. .. ............
Short-term borrowings . .. ......
Medium- and long-term debt, . . .

Total interest expense . . . ...

Net interest income (FTE). . .

2007/2006 20062005
Increase Increase Net Increase Increase Net

[Decrease) [Decrease) Increase (Decrease)} {Decrease) Increase

Due to Rate Due to Volume* {Decrease) Due to Rate Due to Volume* {Decrease)

(in millions) :

$104 $ 57 $161 $ 306 $190 $ 496
(16) 54 38 44 61 105
(1) 35 34 89 52 141
1 15 16 4 11 15
(3) (12) (15) 34 (12) 22
(12) — (12) 2 1 3
1 5 6 22 (21) 1

57 _ 57 {122) — { 122)
131 - 154 285 379 282 661
11 21 32 20 6 26
1 (6) (5) 8 (6) 2
{3} _ @ __ 1 _3 6
140 168 308 408 287 695
30 (13) 17 161 (55) 106
2 — 2 5 (1) 4
29 52 81 69 44 113
7 58 65 8 208 216
— !3) !3) 6 12 18
68 94 162 249 208 457
5 (30) (25) 19 59 78
!4) 155 151 66 G8 134
69 219 288 334 335 669
$ 71 $(51) $ 20 $ 74 $(48) $ 26

* Rate/volume variances are allocated to variances due to volume.

Net Interest Income

Net interest income is the difference between interest and yield-related fees earned on assets and interest paid
on liabilities. Adjustments are made to the yields on tax-exempt assets in order to present tax-exempt income and
fully taxable income on a comparable basis. Gains and losses related to the effective portion of risk management
interest rate swaps that qualify as hedges are included with the interest income or expense of the hedged item
when classified in net interest income. Net interest income on a fully taxable equivalent (FTE) basis comprised

69 percent of total revenues in 2007, compared to 70 percent in 2006 and 71 percent in 2005. Table 2 on page 23 of
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this finandal review provides an analysis of net interest income for the years ended December 31, 2007, 2006 and
2005. The rate-volume analysis in Table 3 above details the components of the change in net interest income on a
FTE basis for 2007 compared to 2006 and 2006 compared to 2005.

Net interest income (FTE) was $2.0 billion in 2007, an increase of $20 million, or one percent, from 2006.
. The net interest margin (FTE), which is net interest income (FTE) expressed as a percentage of average earning
assets, dectreased to 3.66 percent in 2007, from 3.79 percent in 2006. The increase in net interest income in 2007
was due to loan growth, which was partially offset by a decline in noninterest-bearing deposits (primarily in the
Financial Services Division) and competitive environments for both loan and deposit pricing, The decrease in net
interest margin {(FTE) was due to loan growth, a competitive loan and deposit pricing environment and changes in
the funding mix, including a continued shift in funding sources toward higher-cost funds. Partially offsetting these
decreases were maturities of interest rate swaps that carried negative spreads, which provided a 10 basis point
improvement to the net interest margin in 2007, compared to 2006. Average earning assets increased $2.4 billion,
or five percent, to $54.7 billion in 2007, compared to 2006, primarily as a result of a $2.1 billion increase in
average loans and a $455 million increase in average investment securities available-for-sale. Average Financial
Services Division loans (primarily low-rate) decreased $1.0 billion, and average Financial Services Division
noninterest-bearing deposits decreased $1.5 billion in 2007, compared to 2006.

The Corporation expects, on average, net interest margin in 2008 to be between 3.10 and 3.15 percent for the
full year, based on the federal funds rate declining to 2.00 percent by mid-year 2008 and including the effects of
higher levels of securities, lower value of noninterest-bearing deposits, average loan growth exceeding average
deposit growth and the 2008 FAS 91 impact discussed in the 2008 guidance provided on page 22 of this financial
review.

Net interest income and net interest margin are impacted by the operations of the Corporation’s Financial
Services Division, Financial Services Division customers deposit large balances (primarily noninterest-bearing} and
the Corporation pays certain customer services expenses (induded in “noninterest expenses” on the consolidated
statements of income) andfor makes low-rate loans (included in “net interest income” on the consolidated
_staternents of income} to such customers. Footnote (1) to Table 2 on page 23 of this financial review displays average
Financial Services Division loans and deposits, with related interest income/expense and average rates. As shown in
Footnote (2} to Table 2 on page 23 of this finandal review, the impact of Financial Services Division loans (primarily
low-rate) on net interest margin {assuming the loans were funded by Finandal Services Division noninterest-bearing
deposits) was a decrease of 8 basis points in 2007, compared to a decrease of 16 basis points in 2006.

The Corporation implements various asset and liability management tactics to manage net interest income
exposure to interest rate risk. Refer to the “Interest Rate Risk” section on page 54 of this financial review for
additional information regarding the Corporation’s asset and liability management policies.

In 2006, net interest income (FTE) was $2.0 billion, an increase of $26 million, or one percent, from 2005.
The net interest margin (FTE) decreased to 3.79 percent in 2006, from 4.06 percent in 2005. The increase in net
interest income in 2006 was due to strong loan growth, which was nearly offset by a decline in noninterest-bearing
deposits (primarily in the Financial Services Division), competitive environments for both loan and deposit
pricing and the impact of warrant accounting change discussed in Note 1 to the consolidated financial statements
on page 72, which resulted in a $20 million increase in net interest income in 2005. A greater contribution from
noninterest-bearing deposits in a higher rate environment also benefited net interest income in 2006. The
decrease in net interest margin (FTE) was due to the 2005 warrant accounting change, which increased the
2005 net interest margin by four basis points, the changes in average Financial Services Division loans and
noninterest-bearing deposits discussed below, competitive loan and deposit pricing, a ¢hange in the interest-
bearing deposit mix toward higher-cost deposits and the margin impact of loan growth funded with non-core
deposits and purchased funds. Average earning assets increased $4.1 billion, or eight percent, to $52.3 billion in
2006, compared to 2005, primarily as a result of a $3.9 billion increase in average loans and a $131 million
increase in average investment securities available-for-sale. Average Financial Services Division loans (primarily
low-rate) increased $470 million, and average Financial Services Division noninterest-bearing deposits decreased
$1.5 billion in 2006, compared to 2005,
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Provision for Credit Losses

The provision for credit losses includes both the provision for loan losses and the provision for credit losses
on lending-related commitments. The provision for loan losses reflects management’s evaluation of the adequacy
of the allowance for loan losses. The allowance for loan losses represents management's assessment of probable
losses inherent in the Corporation’s loan portfolio. The provision for credit losses on lending-related commit-
ments, a component of “noninterest expenses” on the consolidated statements of income, reflects management's
assessment of the adequacy of the allowance for credit losses on lending-related commitments. The allowance for
credit losses on lending-related commitments, which is included in “accrued expenses and other liabilities” on the
consolidated balance sheets, covers probable credit-related losses inherent in credit-related commitments,
including letters of credit and finandal guarantees. The Corporation performs an in-depth quarterly credit
quality review to determine the adequacy of both allowances. For a further discussion of both the allowance for
loan losses and the allowance for credit losses on lending-related commitments, refer to the “Credit Risk” section
of this financial review on page 44, and the “Critical Accounting Policies” section on page 62 of this financial
TEVIEW.

The provision for loan losses was $212 million in 2007, compared to $37 million in 2006 and a negative
provision of $47 million in 2605. The $175 million increase in the provision for loan losses in 2007, compared to
2006, resulted primarily from challenges in the residential real estate development industry in Michigan and
California and a leveling off of overall credit quality improvement trends in the Texas market and the remaining
businesses of the Western market. These credit trends reflect economic conditions in the Corporation’s three
largest geographic markets. While the economic conditions in Michigan deteriorated over the last year, the
economic conditions in Texas continued to experience growth at a rate somewhat faster than the national
economy, while those in California, other than real estate, grew at a rate equal 1o the nation as a whole. The average
2007 Michigan Business Activity index compiled by the Corporation was slightly lower than the average for 2006.
However, intense restructuring efforts in the Michigan-based automotive sector created a significant drag on the
state economy that spilled over to other sectors, with the residential real estate development industry one of the
most affected. Forward-looking indicators suggest that current economic conditions in Michigan will deteriorate
at about the same pace as in 2007 and that growth in California and Texas will be slower than it was last year. The
increase in the provision for loan losses in 2006, when compared to 2005, was primarily the result of loan growth,
challenges in the automotive industry and the Michigan residential real estate development industry, and a
leveling off of credit quality improvement trends.

The provision for credit losses on lending-related commitments was a negative provision of $1 million in
2007, compared to charges of $5 million and $18 million in 2006 and 2005, respectively. The $6 million decrease
in the provision for credit losses on lending-related commitments in 2007 was primarily the result of a decrease in
spedific reserves related to unused commitments extended to two large customers in the automotive industry.
These reserves declined due to sales of commitments and improved market values for the remaining commit-
ments. The decrease in 2006 was primarily due to reduced reserve needs resulting from improved market values
for unfunded commitments to certain customers in the automotive industry. An analysis of the changes in the
allowance for credit losses on lending-related commitments is presented on page 45 of this finandial review.

Net loan charge-offs in 2007 were $149 million, or 0.30 percent of average total loans, compared to
$60 million, or 0.13 percent, in 2006 and $110 million, or 0.25 percent, in 2005. The $89 million increase from
2006 resulted primarily from increases in Midwest residential real estate development ($43 million), Midwest
middle market lending ($34 million) and Western residential real estate development ($16 million). Total net
credit-related charge-offs, which includes net charge-offs on both loans and lending-related commitments, were
$153 million, or 0.31 percent of average total loans, in 2007, compared to $72 million, or 0.15 percent, in 2006
and $116 million, or 0.26 percent, in 2005. Of the $81 million increase in net credit-related charge-offs in 2007,
compared to 2006, net credit-related charge-offs in the Business Bank business segment increased $80 million. By
geographic market, net credit-related charge-offs in the Midwest and Western markets increased $62 million and
$27 million in 2007 compared to 2006. Net credit-related charge-offs in 2006 were impacted by a decisionto sella
$74 million pordolio of loans related to manufactured housing. These loans were transferred to held-for-sale in
the fourth quarter 2006, which required a charge-off of $9 million to adjust the loans to estimated fair value. An
analysis of the changes in the allowance for loan losses, including charge-offs and recoveries by loan category, is
presented in Table 8 on page 45 of this financial review. An analysis of the changes in the allowance for credit
losses on lending-related commitments is presented on page 45 of this financial review.
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Management expects full-year 2008 average net credit-related charge-offs between 45 and 50 basis points of
average loans, with charge-offs in the first half higher than in the second half of 2008. The provision for credit
losses is expected to exceed net charge-offs.

Noninterest Income

Years Ended December 31
2007 2006 2005
(in millions)

Service charges on deposit aCCOUNTS . . . . .. ..ottt e $221 $218 $218
Fidudiarny INCOMe ... ..ot e e 199 180 174
Commercial lending fees ... ....... .. ... . . 75 65 63
Letter of credit f@s. . . . ... oot 63 64 70
Foreign exchange income. ... ... ... ... . i 40 38 37
Brokerage fees. .. ... ... . e e 43 40 36
Card fees .. ... e e 54 46 39
Bank-owned life insurance .. .. ... .. ... . 36 40 38
Net income from principal investing and warrants. . . . ........ ... .. ... .. ... .. 19 10 17
Net securities gains. . . ... . ... . i e 7 — —
Net gain (loss) on sales of businesses. .. ......... .. ... ... ... .. .. 3 (12) 1
Income from lawsuit settlement . . ... .. ... ... ... ..., — 47 —
Other NONINIBTESL INCOMNE . o ot ittt e e e e e e e e e e e e 128 119 126

Total noninterest income . ......... ... ... ... L il $888 $855 $819

Noninterest income increased $33 million, or four percent, to $888 million in 2007, compared to
$855 million in 2006, and increased $36 million, or five percent, in 2006, compared to $819 million in
2005. Excluding net securities gains, net gain (loss) on sales of businesses and income from lawsuit settlement,
noninterest income increased seven percent in 2007 and less than one percent in 2006. An analysis of increases
and decreases by individual line item is presented below.

Service charges on deposit accounts increased $3 million, or one percent, to $221 million in 2007, compared
to $218 million in both 2006 and 2005.

Fiduciary income increased $19 million, or 11 percent, in 2007 and increased $6 million, or four percent, in
2006. Personal and institutional trust fees are the two major components of fiduciary income. These fees are based
on services provided and assets managed. Fluctuations in the market values of the underlying assets managed,
which include both equity and fixed income securities, impact fiduciary income. The increase in 2007 and 2006
was due to net new business and market appreciation.

Commercial lending fees increased $10 million, or 16 percent, in 2007, compared to an increase of
$2 million, or two percent, in 2006. The increases in 2007 and 2006 were primarily due to higher commerdial
loan commitment and participation fees.

Letter of credit fees decreased $1 million, or two percent, in 2007, compared to a decrease of $6 million, or
eight percent, in 2006. The 2007 decrease in letter of credit fees was principally due to competitive pricing
pressures and lower demand resulting from the recent challenges in the residential real estate market. Of the 2006
decline, $3 million reflected the impact, in 2005, of an adjustment of deferred fee amortization to more closely
align the amortization periods with actual terms of the letters of credit.

Foreign exchange income increased $2 million, or five percent, to $40 million in 2007, compared to
$38 million and $37 million in 2006 and 2005, respectively. The increase in 2007 was primarily due to the impact
of exchange rate changes on the Canadian dollar denominated net assets held at the Corporation’s Canadian
branch.

Brokerage fees of $43 million increased $3 million, or nine percent, in 2007, compared to $40 million and
$36 million in 2006 and 2005, respectively. Brokerage fees include cornmissions from retail broker transactions
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and mutual fund sales and are subject to changes in the level of market activity. The increase in 2007 was primarily
due to increased customer investments in money market mutual funds. The increase in 2006 was primarily due to
increased transaction volumes as a result of improved market conditions.

Card fees, which consist primarily of interchange fees earned on debit and commercial cards, increased
$8 million, or 16 percent, to $54 million, compared to $46 million in 2006, and increased $7 million, or
17 percent, compared to $39 million in 2005. Growth in both 2007 and 2006 resulted primarily from an increase
in transaction volume caused by the continued shift to electronic banking, new customer accounts and new
products.

Bank-owned life insurance income decreased $4 million, to $36 million in 2007, compared to an increase of
$2 million, to $40 million in 2006. The decrease in 2007 resulted primarily from a decrease in death benefits
received and decreased earnings, as a result of interest rate changes.

Net income from principal investing and warrants increased $9 million to $19 million in 2007, compared to
$10 million in 2006 and $17 million in 2005. The $9 million increase in 2007 included a $5 million increase in
warrant income and $4 million of additional income generated from the Corporation’s indirect private equity
investments.

Net securities gains were $7 million in 2007, none of which were individually significant, and were minimal
in both 2006 and 2005.

The net gain (loss) on sales of businesses in 2007 included a net gain of $1 million on the sale of an insurance
subsidiary and a $2 million adjustment to reduce the loss on the 2006 sale of the Corporation’s Mexican bank
charter, while 2006 included a net loss of $12 million on the sale of the Mexican bank charter.

The income from lawsuit settlement of $47 million in 2006 resulted from a payment received to settle a
Financial Services Division-related lawsuit in the fourth quarter 2006.

Other poninterest income increased $9 million, or eight percent, in 2007, compared to a decrease of

%7 million, or five percent, in 2006, The following table illustrates fluctuations in certain categories included in
"other noninterest income” on the consolidated statements of income.

Years Ended December 31

2007 2006 2005
(in millions)

Other noninterest income
Risk management hedge gains (losses) from interest rate and foreign exchange

o3 o L v n -3 $ 3 $(1) $ 3°
Amortization of low income housing investments .. .. ............... ........ " (33) (29) (25)
Gainonsale of SBAloans .. ... ... . ... e e 14 12 16
Deferred compensation asset returns* .. ...............c...v.0a... e 7 3 -

* Compensation deferred by the Corporation’s officers is invested in stocks and bonds to reflect the investment
selections of the officers. Income earned on these assets is reported in noninterest income and the offsetting
increase in the liability is reported in salaries expense.

Management expects low single-digit growth in noninterest income in 2008 from 2007 levels.
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Noninterest Expenses
Years Ended December 31

2007 2006 2005
(in millions)

Salaries .. ... $ 844 §$ 823 % 780
Employee benefits . .. .. ... .. ... .. e 193 184 178
Total salaries and employee benefits . ....... ... ... .. ... . .. ... ... 1,037 1,007 964
Net occupancy BXPeMSe . . .. ... ...t e s 138 125 118
EQUipmMent eXPense . . . . ... ..ottt e e e 60 55 53
Qutside processing fee expense . ... ... ... . i 91 B5 77
Software expense . .. ... ... ... ... 63 56 49
CUSIOIMEI SBIVICES . . . . .\ vttt ittt et a e e i a e e at s s 43 47 69
Litigation and operational losses . . .. ... ... . . i i i 18 11 14
Provision for credit losses on lending-related commitments . . . ............. (1) 5 18
Other noNinterest eXpPenses . . . ... .. .ottt 242 283 251
Total NONINterest eXPemses . . . .. ... ...ttt ettt e $1,691 $1,674 $1,613

Noninterest expenses increased $17 million, or one percent, to $1,691 million in 2007, compared to
$1,674 million in 2006, and increased $61 million, or four percent, in 2006, from $1,613 million in 2005.
Increases in regular salaries ($16 million), net occupancy and equipment expenses {$18 million), employee
benefits ($9 million), and a $13 million charge in 2007 related to the Corporation’s membership in Visa, were
substantially offset by a decrease due to the prospective change in classification of interest on tax liabilities to
“provision for income taxes” in 2007 ($38 million). For further discussion of interest on tax liabilities, refer to
Note 1 to the consolidated financial statements on page 72 and to the section in this financial review entitled
“Income Taxes and Tax-Related ltems.” In addition, noninterest expenses induded approximately $6 million of
costs related to the 2007 relocation of the Corporation’s headquarters 10 Dallas, Texas, reflected in salaries and
other noninterest expenses. An analysis of increases and decreases by individual line item is presented below.

The following table summarizes the various components of salaries and employee benefits expense.

Years Ended December 31
2007 2006 2005
(in millions)

Salaries

Regular salaries (including contractlabor) . ...... ... ... .. ... ... . ... .. $ 635 % 619 3582
SEVETAMCE . . . .. ot 4 8 [
IMCENTIVES . . . . e e 138 134 155
Deferred compensation plan costs ... ... ..ot iitin i 8 5 -
Share-based compensation . . .......... ... .. . L i i 59 57 43
Total salaries . ... ... .. .. .. e 844 823 786

Employee benefits
PenSion @XPenSe . ... ...ttt e e e 36 39 31
Other employee benefits . .. ....... ... ... it i 157 145 147
Total employee benefits. . ..... ... ... ... .. ... 193 184 178
Total salaries and employee benefits . .. ..... ... ... ............. $1,037 $1,007 $964

Salaries expense increased $21 million, or three percent, in 2007, compared 10 an increase of $37 million, or
five percent, in 2006. The increase in 2007 was primarily due to increases in regular salaries of $16 million and
incentive compensation of $4 million. The increase in regular salaries in 2007 was primarily the result of annual
merit increases of approximately $18 million, partially offset by a decline in contract labor costs associated with
technology-related projects. In addition, staff size increased approximately 80 full-time equivalent employees
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from year-end 2006 to year-end 2007, including approximately 140 full-time equivalent employees added in new
banking centers. The increase in incentive compensation was primarily due 1o increased incentives tied to peer-
based comparisons of corporate resuits. Severance included $2 million in 2007 related to the relocation of the
Corporation’s headquarters to Dallas, Texas. The increase in 2006 was primarily due to increases in regular salaries
of $37 miliion and shared-based compensation of $14 million. The increase in regular salaries in 2006 was
primarily the result of annual merit increases of approximately $17 million and increased contract labor costs
associated with technology-related projects. In addition, staff size from continuing operations increased approx-
imately 65 full-time equivalent employees from year-end 2005 to year-end 2006. Shared-based compensation
expense increased in 2006 primarily as a result of adopting the requisite service period provisions of SFAS 123
(revised 2004) (SFAS 123(R)), “Shared-Based Payment,” effective January 1, 2006, as discussed in Notes 1 and 15
to the consolidated financial statemnents on pages 72 and 95, respectively. These increases were partially offset by a
$16 million decline in incentives.

Employee benefits expense increased $9 million, or five percent, in 2007, compared to an increase of
%6 million, or three percent, in 2006. The increase in 2007 resulted primarily from an increase in defined
contribution plan expense, mostly from a change in the Corporation’s core matching contribution rate effective
January 1, 2007. The increase in 2006 resulted primarily from an increase in pension expense. For a further
discussion of pension and defined contribution plan expense, refer to the “Critical Accounting Policies” on
page 62 of this financial review and Note 16 to the consolidated financial statements on page 97.

Net occupancy and equipment expense increased $18 million, or ten percent, to $198 million in 2007,
compared to an increase of $9 million, or six percent, in 2006. Net occupancy and equipment expense increased
$9 million and $7 million in 2007 and 2006, respectively, due to the addition of 30 new banking centers in 2007,
25 in 2006 and 18 in 2005.

Outside processing fee expense increased $6 million, or seven percent, to $91 million in 2007, from
$85 million in 2006, compared to an increase of $8 million, or 10 percent, in 2006. The 2007 increase is from
higher volume in activity-based processing charges, in part related to outsourcing. The 2006 increase in outside
processing fees resulted primarily from the outsourcing of certain trust and retirement services processing and a
new electronic bill payment service marketed to corporate customers in 2006.

Software expense increased $7 million, or 12 percent, in 2007, compared to an increase of $7 million, or
15 percent in 2006. The increases in both 2007 and 2006 were primarily due to increased investments in
technology and the implementation of several systems, including tools for a sales tracking system in the banking
centers, anti-money laundering initiatives and a corporate banking portal, increasing both amortization and
Imaintenance costs.

Customer services expense decreased $4 million, or seven percent, to $43 million in 2007, from $47 million
in 2006, and decreased $22 million, or 33 percent, in 2006, from $69 million in 2005. Customer services expense
represents compensation provided to customers, and is one method to attract and retain title and escrow deposits
in the Financial Services Division. The amount of customer services expense varies from period to period as a
result of changes in the level of noninterest-bearing deposits and low-rate loans in the Finandal Services Division
and the eamnings credit allowances provided on these deposits, as well as a competitive environment.

Litigation and operational losses increased $7 million, or 55 percent, to $18 million in 2007, from
$11 million in 2006, and decreased $3 million, or 17 percent, in 2006, compared to $14 million in 2005.
Litigation and operational losses include waditionally defined operating losses, such as fraud or processing
problems, as well as uninsured losses and litigation losses. These expenses are subject to fluctuation due to timing
of authorized and actual litigation setfements as well as insurance settlements. The increase in 2007 reflected
$13 million to record an estimated liability related to membership in Visa, partially offset by a litigation-related
insurance settlement of $8 million received in the second quarter 2007. Members of the Visa card association
participate in a loss sharing arrangement to allocate financial responsibilities arising from any potential adverse
resolution of certain antitrust lawsuits challenging the practices of the association. The Corporation believes that
its share of the proceeds from an expected initial public offering of Visa, anticipated in early 2008, will exceed its
share of recorded losses.

The provision for credit losses on lending-related commitments was a negative provision of $1 million in
2007, compared to provisions of $5 million and $18 million in 2006 and 2005, respectively. For additional
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information on the provision for credit losses on lending-related commitments, refer to Notes 1 and 20 to the
consolidated financial statements on pages 72 and 107, respectively, and the “Provision for Credit Losses” section
on page 26 of this financial review.

Other noninterest expenses decreased $41 million, or 14 percent, in 2007, compared to an increase of
$32 million, or 13 percent, in 2006. The decrease in 2007 was primarily the result of the prospective change in
dassification of interest on tax liabilities to “provision for income taxes” in 2007. The following table illustrates
the fluctuations in certain categories included in “other noninterest expenses” on the consolidated statements of
income. For a further discussion of interest on tax liabilities, refer to “Income Taxes and Tax-Related Items” below.

Years Ended December 31
2007 2006 2005
{(in millions})

Other noninterest expenses

Interest on tax liabilities. .. .. . ... ... ... s $N/A $38 $11
Charitable Foundation Contribution .. ........ ... ... . . . i, 2 10 10
Other real estate eXpenses . .. . .. .. ...ttt e e 7 4 12

N/A- Not Applicable

Management expects a low single-digit decline in noninterest expenses in 2008 compared to 2007 levels,
excluding the provision for credit losses on lending-related commitments and including the impact of a 2008
change in the application of FAS 91 discussed in the 2008 guidance provided on page 22 of this financial review.

The Corporation'’s efficiency ratio (total noninterest expenses as a percentage of total revenue (FTE) excluding
net securities gains) decreased to 58.58 percent in 2007, compared to 58.92 percent in 2006 and 58.01 percent in
2005. The efficiency ratio declined in 2007 primarily due to increased income levels and increased in 2006
primarily due to higher expense levels.

Income Taxes And Tax-Related Items

The provision for income taxes was $306 million in 2007, compared to $345 million in 2006 and
$393 million in 2005. The provision for income tax in 2007 included a $9 million reduction {$6 million
after-tax) of interest resulting from a settlement with the Internal Revenue Service (IRS) on a refund claim. The
provision for income taxes in 2006 was impacted by the completion of an IRS audit of federal tax returns for years
1996 through 2000, the settlement of various refund claims and an adjustment to tax reserves. In the first quarter
2006, tax reserves, which indude the provision for income taxes and interest expense on tax liabilities {included in
“other noninterest expenses” in 2006 and 2005} were adjusted to reflect the resolution of those tax years and to
reflect an updated assessment of reserves on certain types of structured lease transactions and a series of loans to
foreign borrowers. Interest on tax labilities was also reduced by $6 million in the second quarter 2006, upon
settlement of various refund claims with the IRS. As previously disclosed in quarterly and annual SEC filings under
the heading *Tax Contingency,” the IRS disallowed the benefits related to a series of loans to foreign borrowers.
The Corporation has had ongoing discussions with the IRS related to the disallowance. In the fourth quarter 2006,
based on settlements discussed, the Corporation recorded a charge o its tax reserves for the disallowed loan
benefits. The following table summarizes the impact of the items described above on the Corporation’s con-
solidated statement of income for the year ended December 31, 2006.

. Year Ended December 31, 2006
Interest on Tax
__ Liabilities  proyision for
Pre-tax ~ Aftertax  Income Taxes
{in millions)

Completion of IRS audit of the Corporation’s federal income tax returns for

1996-2000 . . . . o oot e $24 $15 $(16)
Setttement of various refund claims . ... .. ... ... ... ... . oo, {6) (4) (2)
Adjustment to tax reserves on a series of loans to foreign borrowers . ... ... _14 _5 22

Total tax-related iterns . .. ... ... ... .. ... $32 $20 $ 4




The effective tax rate, computed by dividing the provision for income taxes by income from continuing
operations before income taxes, was 31.0 percent in 2007, 30.6 percent in 2006 and 32.5 percent in 2005. Changes
in the effective tax rate in 2007 from 2006, and 2006 from 2005, are disclosed in Note 17 to the consolidated
financial statemnents on page 103. The Corporation had a net deferred tax liability of $146 million at December 31,
2007. Included in net deferred taxes at December 31, 2007 were deferred tax assets of $514 million, net of a
$2 million valuation allowance established for certain state deferred tax assets. A valuation allowance is provided
when it is “more-likely-than-not” that some portion of the deferred tax asset will not be realized. Deferred tax
assets are evaluated for realization based on available evidence and assumptions made regarding future events. In
the event that the future taxable income does not occur in the manner anticipated, other initiatives could be
undertaken to preclude the need to recognize a valuation allowance against the deferred tax asset.

On January 1, 2007, the Corporation adopted the provisions of FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109,” {FIN 48). As a result, the
Corporation recognized an increase in the liability for unrecognized tax benefits of approximately $18 million
at January 1, 2007, accounted for as a change in accounting principle via a decrease to the opening balance of
retained earnings ($13 million net of tax). Prior disclosures on the change in unrecognized tax benefits resulting
from the adoption of FIN 48 were adjusted to address an uncertain tax position that was incorrectly assessed at the
time of adoption. The facts and circumnstances surrounding this uncertain tax position were unchanged since
January 1, 2007. For further discussion of FIN 48 refer to Note 17 to the consotidated financial staiements on
page 103.

In july, 2007, the State of Michigan replaced its current Single Business Tax {(SBT) with a new Michigan
Business Tax (MBT). Financial institutions are subject to an industry-specific tax which is based on net capital,
effective January 1, 2008. Management believes the MBT will have an immaterial effect on the Corporation’s
financial condition and results of operations when compared to the SBT. Both the SBT and MBT, when effective,
are recorded in *Other noninterest expenses” on the consolidated statements of income.

Management expects an effective tax rate for the full-year 2008 of about 32 percent.

Income From Discontinued Operations, Net Of Tax

Income from discontinued operations, net of tax, was $4 million in 2007, compared to $111 million in 2006
and $45 million in 2005. Income from discontinued operations in 2007 reflected an adjustment to the initial gain
recorded on the sale of the Corperation’s Munder subsidiary in 2006. Included in 2006 was a $108 million after-
tax gain on the sale of Munder in the fourth quarter 2006. The Munder sale agreement included an interest-
bearing contingent note with an initial principal amount of $70 million, which will be realized if the
Corporation’s client-related revenues eamed by Munder remain consistent with 2006 levels of approximately
$17 million per year for the five years following the closing of the transaction {2007-2011). Future gains related to
the contingent note are expected to be recognized periodically as targets for the Corporation's client-related
revenues earned by Munder are achieved. The potential future gains are expected to be recorded between 2008 and
the fourth quarter of 2011, unless fully earned prior to that time. Included in 2005 was a $32 million after-tax gain
in the fourth quarter 2005 that resulted from Munder's sale of its minority interest in Framlington Group Limited
(Framlington) {a London, England based investment manager). For further information on discontinued
operations, refer to Note 26 to the consolidated financial statements on page 127.
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STRATEGIC LINES OF BUSINESS

Business Segments

The Corporation’s operations are strategically aligned into three major business segments: the Business Bank, the
Retail Bank and Wealth & Institutional Management. These business segments are differentiated based upon the
products and services provided. In addition to the three major business segments, the Finance Division is also reported
as a segment. The Other category indudes discontimuted operations and items not directly assodated with these
business segments or the Finance Division. Note 24 to the consolidated finandal statements on page 119 describes the
business activities of each business segment and the methodologies which form the basis for these results, and presents
finandial results of these business segments for the years ended December 31, 2007, 2006 and 2005.

The following table presents net income (loss) by business segment.
Years Ended December 31

2007 2006 2005
(dollar amounts in millions)
Business Bank........... .. . ... .. $503 75% $589 74% $658 74%
Retail Bank . . ........ .. . i . 99 15 144 18 174 19
Wealth & Institutional Management. ... ................,. 70 10 61 _ 8 63 _7
' 672 100% 794 100% 895 100%

Finance. ... ... ... e e 4 (18) (71}
e . 10 117 37

TOtAl . oot $686 $893 $861

* Includes discontinued operations and items not directly associated with the three major business segments or
the Finance Division.

The Business Bank's net income decreased $86 million, or 15 percent, to $503 million in 2007, compared to a
decrease of $69 million, or 11 percent, to $589 million in 2006. Net interest income (FTE) was $1.3 billion in
2007, an increase of $11 million, or one percent, compared to 2006. The increase in net interest income (FTE) was
primarily due to a $2.7 billion increase in average loan balances {excluding Financial Services Division) and a
$524 million increase in average deposit balances (excluding Financial Services Division), partially offset by a
decline in loan and deposit spreads. The provision for loan losses increased $164 million in 2007, from
$14 million in 2006, primarily due to an increase in reserves in 2007 for the residential real estate development
business, a reserve related to a single customer in the Technology and Life Sciences business line and cedit
improvements recognized in 2006, partially offset by a decrease in reserves related to the automotive industry in
2007. Excluding a $47 million Financial Services Division-related lawsuit settlement recorded in 2006 and a
$12 million loss on the sale of the Mexican bank charter in 2006, noninterest income increased $21 million from
2006. The increase was primarily due to net securities gains of $7 million in 2007 and increases in commercial
lending fees ($7 million) and card fees ($4 million) in 2007, when compared to 2006. Noninterest expenses of
$708 million for 2007 decreased $33 million from 2006, primarily due to a $16 million decrease in allocated net
corporate overhead expense, an $8 million decrease in provision for aedit losses on lending-related commit-
ments, and $8 million in legal fees recorded in 2006 related to the Financial Services Division-related lawsuit
settlernent noted previously. The corporate overhead allocation rates used were six percent and seven percent in
2007 and 2006, respectively. The one percentage point decrease in rate in 2007, when compared to 2006, resulted
mostly from income tax related items.

The Retail Bank's net income decaeased $45 million, or 31 percent, to $99 million in 2007, compared t0 a decrease
of $30 million, or 18 percent, to $144 million {n 2006. Net interest income {FTE) of $627 million decreased
$10 million, or two percent, in 2007, primarily due to decreases in loan and deposit spreads, partially offset by the
benefit of 2 $349 million increase in average deposit balances. The provision for loan losses increased $18 million in
2007 primarily due to increases in credit-related reserves for Small Business Administration (SBA) loans and Small
Business lending. Noninterest income of $220 million increased $10 million from 2006, primarily due to a $3 million
increase in card fees and a $2 million increase in income from the sale of SBA loans. Noninterest expenses of
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$655 million for 2007 increased $47 million from 2006, partially due to increases in salaries and employee benefits
expense ($17 million), net occupancy expenses ($9 million) primarily related to the addition of new banking centers,
outside processing fees {$5 million) and a charge related to the Corporation’s membership in Visa ($13 million).
Partially offsetting these increases was an $8 million decrease in allocated net corporate overhead expenses. Refer to the
Business Bank discussion above for an explanation of the decrease in allocated net corporate overhead expenses. The
Corporation opened 30 new banking centers in 2007 and 25 new banking centers in 2006, contributing $56 million to
noninterest expenses in 2007, an increase of $23 million compared to 2006,

Wealth & Institutional Management's net income increased $9 million, or 14 percent, to $70 million in 2007,
compared to a decrease of $2 million, or three percent, to $61 million in 2006. Net interest income (FTE) of
$145 million decreased $2 million, or two percent, in 2007, compared to 2006, as decreases in 1oan spreads and
average deposit balances were partially offset by an increase in average loan balances of $403 million from 2006.
The provision for loan losses decreased $4 million, primarily due to an improvement from one large customer in
the Midwest market. Noninterest income of $283 million increased $24 million, or 10 percent, in 2007, primarily
due to a $19 million increase in fiduciary income and a $3 million increase in brokerage fees. Noninterest
expenses of $322 million increased $9 million from 2006, primarily due to a $7 million increase in salaries and
employee benefits expense and a $3 million increase in outside processing fee expense, partially offset by a
$4 million decrease in allocated net corporate overhead expenses. Refer to the Business Bank discussion above for
an explanaticn of the decrease in allocated net corporate overhead expenses.

Net income in the Finance Division was $4 million in 2007, compared to a net loss of $18 million in 2006.
Contributing to the increase in net income was a $31 million increase in net interest income (FTE), primarily due
to the rising rate environment in the first three quarters of the year, during which time interest income received
from the lending-related business units increased faster than the longer-term value attributed to deposits
generated by the business units, and the maturity of swaps with negative spreads, partiaily offset by an increase
in wholesale funding,

Net income in the Other category was $ 10 million for 2007, compared to $117 million for 2006. Income from
discontinued operations, net of tax, was $4 million in 2007, compared to $111 million for 2006. Discontinued
operations in 2006 included a $108 million after-tax gain on the sale of the Corporation’s Munder subsidiary.
Noninterest income increased $12 million from 2006, primarily due to a $4 million increase in net income from
principal investing and warrants and a $4 million increase in deferred compensation asset returns. The remaining
difference is due to timing differences between when corporate overhead expenses are reflected as a consolidated
expense and when the expenses are allocated to the business segments. .

Geographic Market Segments

The Corporation’s management accounting system also produces market segment results for the Corpo-
ration’s four primary geographic markets: Midwest, Western, Texas and Florida. In addition to the four primary
geographic markets, Other Markets and International are also reported as market segments. The Finance & Other
Businesses category includes discontinued operations. Note 24 to the consclidated financial statemments on
page 119 presents a description of each of these market segments as well as the financial results for the years ended
December 31, 2007, 2006 and 2005.
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The following table presents net income {loss) by market segment.
Years Ended December 31

2007 2006 2005
{dollar amounts in millions)
MIdWESt . . e $277 42% $319 41% %351 39%
RT3 (= 0.« O 170 25 273 34 338 38
TEXAS . . o o e e e 79 12 82 10 89 10
Florida ... ... i e e e 7 1 14 2 15 2
Other Markets . .. ............ e e . 89 13 72 9 62 7
International . .. ... ... . . e .50 7 _ 34 _4 _40 _ 4
672 100% 794 100% 895 100%
Finance & Other Businesses™® . . .. ..o ittt it _ 14 _9% (39)
TOtal oot e $686 $893 $861

* Includes discontinued operations and items not directly associated with the market segments.

The Midwest market's net income decreased $42 million, or 14 percent, to $277 million in 2007, compared
10 a decrease of $32 million, or nine percent, to $319 million in 2006. Net interest income {FTE) of $863 million
decreased $45 million from 2006, primarily due to a decrease in loan spreads. The provision for loan losses
increased $11 million, primarily due to an increase in residential real estate development reserves in 2007,
compared to 2006, pardally offset by a decrease in reserves related to the automotive industry in 2007.
Noninterest income of $471 million increased $19 million frem 2006 due to a $10 million increase in fiduciary
income, a $6 million increase in card fees and a $3 million increase in brokerage fees. Noninterest expenses of
$821 million increased $10 million from 2006, primarily due to a $10 million charge related to the Corporation’s
membership in Visa allocated to the Midwest market in 2007, a $5 million increase in salaries and employee
benefits expense and a $4 million increase in litigation and operational losses, partially offset by a $5 million
decrease in allocated net corporate overhead expenses. Refer to the Business Bank discussion above for an
explanation of the decrease in allocated net corporate overhead expenses. The Corporation opened two new
banking centers and consolidated five banking centers in Michigan in 2007. In addition, 22 banking centers in
Michigan were refurbished in 2007.

The Western market's net income decreased $103 million, or 38 percent, to $170 million in 2007, compared
10 a decrease of $65 million, or 19 percent, to $273 million in 2006. Net interest income {FTE) of $706 million
increased $5 million, or one percent, in 2007. The increase in net interest income (FTE) was primarily due to a
$1.7 billion increase in average loan balances {excluding Financial Services Division} and an $823 million
increase in average deposit balances {excluding Financial Services Division}, partially offset by a decrease in net
interest income from the Financial Services Division and declining loan and deposit spreads. Average low-rate
Financial Services Division loan balances declined $1.0 billion in 2007 and average Financial Services Division
deposits declined $2.1 billion. The provision for loan losses increased $140 million, primarily due to an increase
in credit risk in the California residential real estate development industry in 2007, compared to overall credit
improvements in 2006. Noninterest income was $131 million in 2007, a decrease of $29 million from 2006,
primarily due to a $47 million Financial Services Division-related lawsuit settlement in 2006, partially offset by a
$5 million increase in customer derivative income and a $2 million increase in income from the sale of SBA loans.
Noninterest expenses of $455 million increased $5 million, primarily due to a $12 million increase in expenses
related to the addition of new banking centers, mostly salaries and employee benefits expense and net occupancy
expense. These increases were partially offset by an $8 million decrease in legal fees related to the Finandal
Services Division-related lawsuit settlement and an $8 million decrease in allocated net corporate overhead
expenses. Refer to the Business Bank discussion above for an explanation of the decrease in allocated net corporate
overhead expenses. The Corporation cpened 16 new banking centers in the Western market in 2007. In addition,
two banldng centers in the Western market were relocated and two were refurbished in 2007.

’

The Texas market's net income decreased $3 million, or three percent, to $79 million in 2007, compared to a
decrease of $7 million, to $82 million in 2006. Net interest income (FTE) of $279 million increased $18 million,
or seven percent, in 2007, compared to 2006. The increase in net interest income (FTE} was primarily due 10 an
increase in average loan and deposit balances, partially offset by a decrease in loan spreads. The provision for loan
losses increased $10 million, primarily due to credit improvements recognized in 2006, Neninterest income of
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$86 million increased $10 million from 2006, primarily due to a $4 million increase in commercial lending fees
and increases in various other fee categories. Noninterest expenses of $235 million increased $19 million from
2006, partially due to a $9 million increase in salaries and employee benefits expense and a $2 million increase in
net occupancy expense, primarily related to the addition of new banking centers. These increases were partially
offset by a $3 millicn decrease in allocated net corporate overhead expenses. Refer to the Business Bank discussion
above for an explanation of the decrease in allocated net corporate overhead expenses. The Corporation opened
12 new banking centers in the Texas market in 2007, which resulted in a $7 million increase in noninterest
expenses. In addition, one banking center in the Texas market was relocated and three were refurbished in 2007.

The Florida market’s net income decreased $7 million, or 46 percent, to $7 million in 2007, compared to a
decrease of $1 million, to $14 million in 2006. Net interest income (FTE) of $47 million increased $4 million, or
nine percent, from 2006, primarily due to a $164 million increase in average loan balances. The provision for loan
losses increased $8 million, primarily due to an increase in residential real estate development industry reserves in
2007, compared to 2006. Noninterest income of $14 million was unchanged from 2006. Noninterest expenses of
$39 million increased $5 million from the comparable period in the prior year, partially due 10 a $2 million
increase in salaries and employee benefit expenses.

The Other Markets' net income increased $17 million to $89 million in 2007, compared to 2006. Net interest
income (FTE) of $136 million increased $18 millien from 2006, primarily due to a $443 million increase in
average loan balances and a $133 million increase in average deposit balances. The provision for loan losses
increased $10 million, primarily due to an increase in residential real estate development industry reserves in
2007. Noninterest incomne of $54 million increased $2 million in 2007 compared to 2006. Noninterest expenses
of $92 million decreased $9 million fram the comparable period in the prior year, primarily due to an $8 million
decrease in the provision for credit losses on lending-related commitments.

The International market’s net income increased $16 million, to $50 million in 2007, compared 1o 2006. Net
interest income (FTE) of $67 million decreased $1 million from the comparable period in the prior year, The
provision for loan losses was negative in both 2007 and 2006, due to credit improvements. Noninterest income of
$38 million increased $18 million from 2006, primarily due to a $12 million loss on the sale of the Mexican bank
charter in the third quarter 2006 and a $4 million increase in net securities gains in 2007. Noninterest expenses of
$43 million decreased $7 million in 2007 compared to 2006, reflecting a decrease in salaries and employee benefit
expenses and nominal decreases in other expense categories.

Net income for the Finance & Other Business segment was $14 million in 2007, compared to $99 million for
2006. Income from discontinued operations, net of tax, was $4 million in 2007, compared to $111 million for
2006. Discontinued operations in 2006 included a $108 million after-tax gain on the sale of the Corporation’s
Munder subsidiary. Net interest income (FTE} increased $21 million, primarily due to the rising rate environment
in the first three quarters of the year, during which time interest income received from the lending-related business
units increased faster than the longer-term value attributed to deposits generated by the business units, and the
maturity of swaps with negative spreads, partially offset by an increase in wholesale funding. Noninterest income
increased $13 million, primarily due to a $4 million increase in net income from principal investing and warrants
and a $4 million increase in deferred compensaticn asset returns. The remaining difference is due 1o timing
differences between when corporate overhead expenses are reflected as a consolidated expense and when the
expenses are allocated to the business segments,

The following table lists the Corporation’s banking centers by geographic market segments.

December 31

2007 2006 2005

Midwest (Michigan} . ... ... ... . . 237 240 250
Western:

CalifOrmia . . . . e e e 83 70 58

PN o 7o+ T Y __8 2 _3

21 75 61

L5 T 79 68 61

Flomida . ... 9 9 6

International . . .. ... ... .. 1 1 _s

L 417 393 383




BALANCE SHEET AND CAPITAL FLINDS ANALYSIS

Total assets were $62.3 billion at December 31, 2007, an increase of $4.3 billion from $58.0 billion at
December 31, 2006. On an average basis, total assets increased to $58.6 billion in 2007, from $56.6 billion in
2006, an increase of $2.0 billion, resulting primarily from a $2.4 billion increase in eamning assets. The
Corporation also recorded a $140 million decrease in average deposits, a $574 million decrease in average
short-term borrowings and a $2.8 billion increase in average medium- and long-term debt in 2007, compared 1o
2006.

TABLE 4: ANALYSIS OF INVESTMENT SECURITIES AND LOANS

December 31
2007 2006 2005 2004 2003
(in millions)

Investment securities available-for-sale:
U.S. Treasury and other Government agency

SECUNITIBS. . . v v et e e $ 36 3% 46 % 124 $ . 192 $ 188
Government-sponsored enterprise securities . . . . . 6,165 3,497 3,954 3,564 4,121
State and municipal securities ... ............. 3 4 4 7 11
Othersecurities . . ........ ... ..o nennn. 92 115 158 180 169

Total investment securities available-for-sale. ... % 6,296 $ 3,662 % 4,240 % 3,943 $ 4,489

Commercial loans . . . ... . ... . .. .. ... .. .... $28,223 $26,265 $23,545 $22,039 $21,579
Real estate construction loans: _
Commercial Real Estate business line. . ......... 4,089 3,449 2,831 2,461 2,754
Other businesslines. . . ..................... 727 754 651 592 643
Total real estate construction loans. .......... 4,816 4,203 3,482 3,053 3,397
Commercial monigage loans:
Commercial Real Estate business line. . .. ....... 1,377 1,534 1,450 1,556 1,655
Otherbusinesslines. . . ..................... 8,671 8,125 7,417 6,680 6,223
Total commercial mortgage loans. . .......... 10,048 9,659 8,867 8,236 7,878
Residential mortgage lcans ... ................. 1,915 1,677 1,485 1,294 1,228
Consumer loans:
Homeequity .................. e e 1,616 1,591 1,775 1,837 1,647
Other ConSUMer. . . ... o e i e 848 832 922 914 963
Total consumerloans..................... 2,464 2,423 2,697 2,751 2,610
Lease financing . ............. ... .. ..., 1,351 1,353 1,295 1,265 1,301
International loans:
Government and official institutions ... ........ — — 3 4 12
Banks and other finandal institutions . . . . .. .. .. 27 47 46 11 45
Commercial and industrdal . ................. 1,899 1,804 1,827 2,190 2,252
Total international leans . ................. 1,926 1,851 1,876 2,205 2,309
Totalloans .. ........................... $50,743 $47,431 $43,247 $40,843 $40,302
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TABLE 5: LOAN MATURITIES AND INTEREST RATE SENSITIVITY

December 31, 2007
Loans Maturing

After One
Within But Within After
One Year* Five Years Five Years Total
{in millions)
Commercial loans . .. ... .. i s $21,608 $ 5,561 $1,054  $28,223
Real estate construction loans ... ... ... ... .. 3,813 792 211 4,816
Commercial mortgage loans . .............. ... ........ 3,953 4,482 1,613 10,048
International loans. . ... ... . e 1,777 115 34 1,926
Total . ... L $31,151 $10,950 $2,912 $45,013
Sensitivity of Loans to Changes in Interest Rates:
Predetermined (fixed) interest rates .. .. ................ $ 4,347 $2,330
Floating interestrates . . . ...............u.unieinun.. 6,603 582
Total ... e $10,950 $2,912

* Includes demand loans, loans having no stated repayment schedule or maturity and overdrafts.

Earning Assets

Total earning assets increased to $57.4 billion at December 31, 2007, from $54.1 billion at December 31,
2006. The Corporation's average eaming assets balances are reflected in Table 2 on page 23.

The following table details the Corporation’s average loan portfolio by loan type, business line and
geographic market.
Years Ended December 31

. Percent
! 7 2007 2006 Change  Change
(dollar amounts in millions}
Average Loans By Loan Type:
Commercial loans:
Excluding Financial Services Division . .................... $26,814 $24,978 % 1,836 7%
Financial Services Division* ........... e e e 1,318 2,363 (1,045) {44}
Total commercial loans . ........... ... . i, 28,132 27,341 791 3
Real estate construction loans:
Commercial real estate business line . ... .......... ... .. ... 3,799 3,184 615 19
Other business lines . ........... .. .. ... ... ... ......... 753 721 32 4
Total real estate constructionloans ..................... 4,552 3,905 647 17
Commercial mortgage loans: .
Commercial real estate businessline. ..................... 1,390 1,504 (114) (8)
Other business lines . ... .. e 8,381 7,774 607 8
Total commercial mortgage loans. ... ................... 9,771 9,278 493 5
Residential mortgage loans . .. ... ... ... ... ... ... . .. ... 1,814 1,570 244 16
Consumer loans: ,
Homeequity . ......... ..o 1,580 1,705 (125) {(7)
Other CONSUIMET. . . ... vttt ittt as 787 828 {41) (5)
Total consumerloans. .............. .. .. ... . 2,367 2,533 (166) (7)
Leasefinancing . ................ ... ... . 1,302 1,314 (12) (1)
International loans .. .......... . ... 1,883 1,809 74 4
Totalloans . ... ... ... . ... L $49,821 $47,750 § 2,071 4%
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Years Ended December 31

Percent
2007 2006 Change Change
(dollar amounts in millions)
Average Loans By Business Line:
Middle Market. . ... ... $16,185 $15,386 $ 799 5%
Commercial Real Estate. . .. .......... ... . .. 6,717 6,397 320 5
Global Corporate Banking .. ........... .. ... ... .......... 5,471 4,871 600 12
National Dealer Services . . ... .. ..o v i it e ee e 5,187 4,937 250 5
Specialty Businesses: ’
Excluding Financial Services Division .. ................... 4,843 4,127 716 17
Financial Services Division® ............ ... ... .. ... ..... 1,318 2,363 (1,045) (44)
Total Specialty Businesses. .. .......................... 6,161 6,490 (329} (5)
Total Business Bank . ... .. ... ... .. 39,721 38,081 1,640 4
Small BUSINess. . ... . e e s 4,023 3,828 195 5
Personal Financial Services ............ ... . ... ... . ... 2,111 2,256 {145) {6)
Total Retail Bank .. .... ... ... ... .. 6,134 6,084 50 1
Private Banking . .. ... ... ... . ... .. 3,937 3,534 403 11
Total Wealth & Institutional Management .............. 3,937 3,534 403 11
Finance/Other....... ................. e 29 51 {(22)  (44)
Towal loans . ... i e $49,821 $47,750 % 2,071 4%
‘Average Loans By Geographic Market:
MIAWESL. . o oo oo e $18,598 $18,737 $ (139)  {(1)%
Western:
Excluding Financial Services Division . .................... 15,212 13,519 1,693 13
Financial Services Division* . ............ ... ... .. ..... 1,318 2,363 (1,045) (44)
Total Westemm . . .. .. ..ot e 16,530 15,882 648 4
=5 - 6,827 5,911 916 16
Florida. . . ... ... 1,672 1,508 164 11
Other MarKets . ... ... i e et e e e ey 4,041 3,598 443 12
Intemnational . . ..., ... . e 2,124 2,063 61 3
Financef/Other. .. ... ... ... ... .. . . . . . 29 51 (22) (44)
Total loans ... .. oo e e e $49,821 $47,750 § 2,071 4%

* Financial Services Division includes primarily low-rate loans

Total loans were $50.7 billion at December 31, 2007, an increase of $3.3 billion from $47.4 billion at
December 31, 2006. Total loans, on an average basis, increased $2.0 billion, or four percent, ($3.1 billion, or seven
percent, excluding Financial Services Division loans), to $49.8 billion in 2007, from $47.8 billion in 2006. Within
average loans, most business lines and geographic markets showed growth. The Corporation continues to make
progress toward the goal of achieving more geographic balance, with markets outside of the Midwest comprising
62 percent of average total loans (excuding Financial Services Division loans and loans in the Finance & Other
Businesses category) in 2007, compared to 59 percent in 2006.

Average commercial real estate loans, consisting of real estate construction and commercial mortgage loans,
increased $1.1 billion, or nine percent, to $14.3 billion in 2007, from $13.2 billion in 2006, Commercial
mortgage loans are loans where the primary collateral is a lien on any real property. Real property is generally
considered primary collateral if the value of that collateral represents more than 50 percent of the commitment at
loan approval. Average loans to borrowers in the Commercial Real Estate business line, which include loans to
residential real estate developers, represented $5.2 billion, or 36 percent, of average total commercial real estate
loans in 2007, compared to $4.7 billion, or 36 percent, of average total commercial real estate loans in 2006. The
increase in average commercial real estate loans to borrowers in the Commercial Real Estate business line in 2007
largely included draws on previously approved lines of credit for residential real estate and commercial
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development projects and new loans for commercial development projects. The remaining $9.1 billion and
$8.5 billion of commercial real estate loans in other business lines in 2007 and 2006, respectively, were primarily
owner-occupied commercial mortgages. In addition to the $14.3 billion of average 2007 commercial real estate
loans discussed above, the Commercial Real Estate business line also had $1.5 billion of average 2007 loans not
classified as commercial real estate on the consolidated balance sheet. Refer to page 52 under Commercial Real
Estate Lending in the Risk Management section for more information.

Average residential mortgage loans increased $244 million, or 16 percent, from 2006, and prirnarily include
mortgages originated and retained for certain relationship customers.

Average home equity loans decreased $125 million, or seven percent, from 2006, as a result of a decrease in
draws on commitments extended.

Loans classified as Shared National Credit (SNC) loans totaled $10.9 billion (approximately 1,090 bor-
rowers) at December 31, 2007, compared to $8.8 billion (approximately 1,000 borrowers) at December 31, 2006,
SNC loans are facilities greater than $20 million shared by three or more federally supervised finandal institutions
which are reviewed by regulatory authorities at the agent bank level. The Corporation generally seeks to obtain
ancillary business at origination of the SNC relationship, or within two years thereafter. These loans, diversified by
both line of business and geography, comprised approximately 21 percent and 19 percent of total loans at
December 31, 2007 and 2006, respectively.

Management currently expects average loan growth for 2008 to be in the mid to high single-digit range,
excluding Financial Services Division loans, with flat growth in the Midwest market, high single-digit growth in
the Western market and low double-digit growth in the Texas market, compared to 2007.

TABLE 6: ANALYSIS OF INVESTMENT SECURITIES PORTFOLIO
(Fully Taxable Equivalent)

December 31, 2007

Maturity* Weighted
i ATt Average
Within 1 Year 1-5 Years 5 - 10 Years er 10 Years Total Maturity

{dollar amounts in millions)

Available-for-sale

U.S. Treasury and other
Government agency’

securities. .. ........ $ 35 4.40% $ — —%$ — —% % 1 7.07%$% 36 4.51% 0/10
Government-sponsored

enterprise securities . . . 21 4.08 262 3.73 1,478 4.03 4,404 5.27 6,165 4.90 12/0
State and municipal

securities. . . ........ — — 2 952 1 9.85 — — 3 951 2/9

Other securities
Other bonds, notes

and debentures . ... 45  4.67 1 673 - - —_ = 46 4.70 0/2

Other investments®** .. _— _— _— _— _ — _— _ 4 _— _ 46 — _ —
Total investment securities .

available-for-sale . . . . . .. $101 4.47% $265 3.77%$1,479 4.03% $4,451 5.27% 56,296 4.90% 11/10

* Based on final contractual maturity.
** Balances are excluded from the calculation of total yield.

Investment securities available-for-sale increased $2.6 billion to $6.3 billion at December 31, 2007, from
$3.7 billion at December 31, 2006. Average investment securities available-for-sale increased $455 million to
$4.4 billion in 2007, compared to $4.0 billion in 2006, primarily due to a $470 million increase in average
1S, Treasury, Government agency, and Government-sponsored enterprise securities. Changes in 11.5. Treasury,
Government agency, and Government-sponsored enterprise securities resulted from balance sheet management
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decisions to reduce interest rate sensitivity. Average other securities decreased $15 million to $131 million in 2007,
and consisted largely of money market and other fund investments at December 31, 2007.

Short-term investments include federal funds sold and securities purchased under agreements to resell, and
other short-term investments. Federal funds sold offer supplemental earning opportunities and serve correspon-
dent banks. Average federal funds sold and securities purchased under agreements to resell declined $119 million
o $164 million during 2007, compared to 2006. Other short-term investments include interest-bearing deposits
with banks, trading securities, and loans held-for-sale. Interest-bearing deposits with banks are investments with
banks in developed countries or foreign banks’ international banking facilities iocated in the United States. Loans
held-for-sale typically represent residential mortgage loans, student loans and Small Business Administration
loans that have been originated and which management has decided to sell. Average other short-term investments
decreased $ 10 million to $256 million during 2007, compared to 2006. Short-termn investments, other than loans
held-for-sale, provide a range of maturities less than one year and are mostly used to manage short-term
investment requirements of the Corporation.

TABLE 7: INTERNATIONAL CROSS-BORDER OUTSTANDINGS
(year-end outstandings exceeding 1% of total assets)

December 31
Government Banks and
and Official Other Financial Commercial
Institutions Institutions and Industrial Total
(in millions)
Mexico ‘

2007 . e $— $ 4 $911 $915
2006, .. e e —_ — 922 922
2005 . . . e e, 3 — 905 908

Canada :
2006, ... . e e e $— $653 $ 68 $721

Risk management practices minimize risk inherent in international lending arrangements. These practices
include structuring bilateral agreements or participating in bank facilities, which secure repayment from sources
external to the borrower’s country. Accordingly, such international outstandings are excluded from the cross-border
risk of that country. Mexico, with cross-border outstandings of $915 million, or 1.47 percent of total assets at
December 31, 2007, was the only country with outstandings exceeding 1.00 percent of total assets at year-end 2007.
There were no countries with cross-border outstandings between 0.75 and 1.00 percent of total assets at year-end
2007. Additional information on the Corporation’s Mexican cross-border risk is provided in Table 7 above.
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Deposits And Borrowed Funds

The Corporation’s average deposits and borrowed funds balances are detailed in the following table

Years Ended December 31

Percent
2007 2006 Change  Change
(in millions)
Money market and NOW deposits:
Excluding Financial Services Division . .................... $13,735 $13,663 $ 72 1%
Financial Services Division ............ S 1,202 1,710 (508) (30)
Total money market and NOW deposits ................. 14,937 15,373 (436) ~ (3)
Savingsdeposits .. ... ... . 1,389 1,441 (52) (4)
Customer certificates of deposit .. ......................... 7,687 6,505 1,182 18
Institutional certificates of deposit ......... .. ... ... .. ... .. 5,563 4,489 1,074 24
Foreign office timedeposits .. ........ ... ... ... .00 1,071 1,131 (60) (5)
Total interest-bearing deposits . . ......................... 30,647 28,939 1,708 6
Noninterest-bearing deposits: -
Excluding Financial Services Division ..................... 8,451 8,761 (310} (4)
Financial Services Division . ............................ 2,836 4,374  (1,538) (35)
Total noninterest-bearing deposits . . .................... 11,287 13,135 (1.848) (14)
Total deposits . ... ..ot $41,934 $42,074 $ (140) —%
Shortterm borrowings ... ....... ... . L i $ 2080 % 2,654 $ (574} (22)%
Medium- and long-termdebt .. ....... ... ... ... L L 8,197 5,407 2,790 52
Total borrowed funds . ......... ... ... ... ... ... . L $10,277 % 8,061 %2216 27%

Average deposits were $41.9 billion during 2007, a decrease of $140 million, or less than one percent, from
2006. Excluding Financial Services Division, average deposits increased of $1.9 billion, or five percent, from 2006.
The $1.7 billion, or six percent, increase in average interest-bearing deposits in 2007, when compared to 2006,
resulted primarily from an increase in average customer and institutional certificates of deposit. Institutional
certificates of deposit represent certificates of deposit issued to institutional investors in denominations in excess
of $100,000 and are an alternative to other sources of purchased funds. The increases in certificates of deposit were
partially offset by decreases in average money market, NOW and savings deposits reflecting movement toward
higher cost deposits as customers sought higher returns. Average noninterest-bearing deposits decreased $1.8 bil-
lion, or 14 percent, from 2006. Noninterest-bearing deposits include title and escrow deposits in the Corpo-
ration’s Financial Services Division, which benefit from home mongage financing and refinancing activity.
Financial Services Division deposit levels may change with the direction of mortgage activity changes, and the
desirability of and competition for such deposits. Average Financial Services Division noninterest-bearing
deposits decreased $1.5 biilion, to $2.8 billion in 2007.

Average short-term borrowings decreased $574 million, to $2.1 billion in 2007, compared tc $2.7 billion in
2006. Short-term borrowings include federal funds purchased, securities sold under agreements to repurchase and
treasury tax and loan notes.

The Corporation uses medium-term debt {both domestic and European) and long-term debt to provide
funding to support earning assets while providing liquidity that mirrors the estimated duration of deposits. Long-
term subordinated notes further help maintain the Corporation’s and subsidiary banks’ total capital ratios at a
level that qualifies for the lowest FDIC risk-based insurance premium. Medium- and long-term debt increased, on
an average basis, by $2.8 billion. Further information on medium- and long-term debt is provided in Note 11 to
the consoclidated financizal statements on page 89.
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Capital !

Common shareholders’ equity was $5.1 billion at December 31, 2007, compared to $5.2 billion at
December 31, 2006. The following table presents a summary of changes in common shareholders’ equity in 2007:

(in millions)

Balance at December 31, 20006 . .. .. ... ..t s $5,153
FSP 13-2 transition adjustment, net of tax . .. ... .. . e e (46)
FIN 48 transition adjustment, net of tax. . ... ... ... .o i e {(6)
Balance at January I, 2007 . . ... .. L e e 5,101
Retention of eamnings (net income less cash dividends declared) ... ..... ... ... ... .. 293
Change in accumulated other comprehensive income (loss):

Investment securities available-for-sale . .. ... ... ... .. . L i $52

Cash flow hedges .. ... ... . . e 50

Defined benefit and other postretirement plans adjustment . .. ....... ... ........... _45

Total change in accurnulated other comprehensive income {loss). .. .................. 147
Repurchase of approximately 10 million common shares. . ........................... (580)
Net issuance of common stock under employee stock plans ... ........ ... ... ... ..., 97
Recognition of share-based compensation expense. ... ... ... .. .. .. .. ... ... .. ... 59
Balance at Decernber 31, 2007 . .. . .. .. e $5.117

Further information on the change in accumulated other comprehensive income (loss) is provided in
Note 13 to the consolidated financial statements on page 92.

The Corporation declared common dividends totaling $393 million, or $2.56 per share, on net income
applicable to common stock of $686 million. The dividend payout ratio calculated on a per share basis was
58 percent in 2007 and 43 percent in 2006 and 2005.

The Corporation assesses capital adequacy against the risk inherent in the balance sheet, recognizing that
unexpected loss is the common denominator of risk and that common equity has the greatest capacity to absorb
unexpected loss. Appropriate capitalization is therefore defined through the use of a target capital range. The
Corporation targets to maintain a Tier 1 common capital ratio of between 6.5 percent and 7.5 percent and a Tier 1
capital ratio of between 7.25 percent and 8.25 percent. The Tier 1 common capital ratio is the regulatory Tier 1
capital ratio excluding preferred equity. Based on an interim decision issued by the banking regulators issued in
2006, the after-tax charge associated with a recent accounting standard (SFAS 158) on pension and post-
retirement plan accounting was excluded from the calculation of regulatory capital ratios. Therefore, for the
purposes of calculating regulatory capital ratios, shareholders’ equity was increased by $170 million and
$215 million on December 31, 2007 and 2006, respectively. Refer to Note 19 on page 106 for further discussion
of regulatory capital requirements and capital ratio calculations.

When capital exceeds necessary levels, the Corporation’s common stock can be repurchased as a way to return
excess capital to shareholders. Repurchasing common stock offers a flexible way to control capital levels by
adjusting the capital deployed in reaction to core balance sheet growth. In November 2006 and again in
November 2007, the Board of Directors of the Corporation (the Board} authorized the purchase of up to
10 million shares of Comerica Incorporated outstanding common stock in the open market. In addition to limits
that result from the Board authorizations, the share repurchase program is constrained by holding company
liquidity and capital levels relative 10 internal targets and regulatory minimums. The Corporation repurchased
10.0 million shares in the open market in 2007 for $580 million, compared to 6.6 million shares in 2006 for
$383 million. Comerica Incorporated common stock available for repurchase under Board authority totaled
12.6 million shares at December 31, 2007. Share repurchases combined with dividends returned 142 percent of
earnings to shareholders in 2007. Refer to Note 12 to the consolidated financial statements on page 91 for
additional information on the Corporation’s share repurchase program.

At December 31, 2007, the Corporation and its U.S. banking subsidiaries exceeded the capital ratios required
for an institution to be considered “well capitalized” by the standards developed under the Federal Deposit
Insurance Corporation Improvement Act of 1991,
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RISK MANAGEMENT

The Corporation assumes various types of risk in the normal course of business. Management classifies the
risk exposures into five areas: (1) credit, (2) market and lquidity, {3) operational, (4) compliance and (5) business
risks and considers credit risk as the most significant risk. The Corporation employs and is continuously
enhancing various risk management processes to identify, measure, monitor and control these risks, as described
below. S

The Corporation continues to enhance its risk management capabilities with additional processes, tools and
systems designed to provide management with deeper insight into the Corporation's various risks, enhance the
Corporation’s ability to control those risks and ensure that appropriate compensation is received for the risks
taken.

Specialized risk managers, along with the risk management committees in credit, market and liquidity, and
operational and compliance are responsible for the day-to-day management of those respective risks. The
Corporation’s Enterprise-Wide Risk Management Committee is responsible for establishing the governance over
the risk management process as well as providing oversight in managing the Corporation’s aggregate risk position.
- The Enterprise-Wide Risk Management Committee is principally made up of the various managers from the
different risk areas and business units and has reporting responsibility to the Enterprise Risk Committee of the
Board. :

Credit Risk

Credit risk represents the risk of loss due to failure of a customer or counterparty to meet its financial
obligations in accordance with contractual terms, The Corporation manages credit risk through underwriting,
periodically reviewing and approving its credit exposures using Board committee approved credit policies and
guidelines. Additionally, the Corporation manages credit risk through loan sales and loan portfolio diversifica-

tion, limiting exposure to any single industry, customer or guarantor, and selling participations and/or syndi-
cating to third parties credit exposures above those levels it deems prudent.

During 2007, the Corporation continued its focus on the credit components of the previously described
enterprise-wide risk management processes. A two-factor risk rating system was initiated in 2005 and was
extended to all portfolios in 2006. Enhancements to the analytics related to capital modeling, migration, credit
loss forecasting, stress testing analysis and validation and testing continued in 2007. The evaluation of the
Corporation’s loan portfolios with the new tools is anticipated to provide improved measurement of the potential
risks within the loan portfolios.
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TABLE 8: ANALYSIS OF THE ALLOWANCE FOR LOAN LOSSES
Years Ended December 31
2007 2006 2005 2004 2003
{dollar amounts in millions)

Balance at beginningof year .. .... ... ... e $493 $516 $673 $803 $791
Loan charge-offs:
Domestic
Commercial . . ......ovii 89 44 91 201 302
Real estate construction
Commercial Real Estate business line. . . .............. 37 - 2 2 1
Other business lines . . .. ...... ... .. ... ... .. ..... 5 — — —
Total real estate construction. . . ................... 42 — 2 2 2
Commercial mortgage
Commercial Real Estate business line. . .. ............. 15 4 4 4 4
Other business lines. .............. ... ... . oou... 37 13 13 19 18
Total commercial mongage. . .. ................... 52 17 17 23 22
Residential mortgage .. ........ ... ... ... ... ... ..... — — i 1 —
COMSUMIEL. . ..o e e e e s enes 13 23 15 14 11
Lease financing. . ......... ... ... .. i — 10 37 13
Intermational .. ........ .. ... L e — 4 11 14 67
Total loan charge-offs. .. .......... ... ... ... .. ..... 196 98 174 268 408
Recoveries:
Domestic
Commercial . ........ ... ... .. . e 27 27 55 52 28
Real estate CONSIIUCHON . ... ..ottt iii e — — — — —
Commercial mortgage . ........ ... ... ... ... ... .... 4 4 3 3 1
Residential mortgage . .......... ... ... ...... .. ..... — — — — -—
COnSUIMET. . . ... . e 4 3 5 2 3
Lease financing. . .. ... . ... e 4 — — 1 -
International .. ....... ... ... ... ... L. 8 4 1 16 11
Total recoveries. . . .. ........ .. ... 47 38 64 74 43
Netloan charge-offs ...... ... ... ... .. ... . ... . ... ... 149 60 110 194 365
Provision forloanlosses. ... ................ ... ...c.0. .. 212 37 (47) 64 377
Foreign currency translation adjustment . .. ................. 1 — — — —
Balanceatend of year. . ... ... ... .. it s $557 $493 $516 $673 $803
Allowance for loan losses as a percentage of total loans at end of
=< | 1.10% 1.04% 1.19% 1.65% 1.99%
Net loans charged-off during the year as a percentage of average
loans outstanding during the year . .. .................... 0.30 0.13 0.25 0.48 0.86

The following table provides an analysis of the changes in the allowance for credit losses on lending-related
commitments.
Years Ended December 31

2007 2006 2005 2004 2003
(dollar amounts in millions)

Balance at beginningof year ................... .. ... ..., $ 26 % 33 $ 21 $33 % 35
Less: Charge-offs on lending-related commiuments *. . ... ..... 4 12 6 — —
Add: Provision for credit losses on lending-

relatedcommitments. . & . ... ... ... .. (1) 5 18 (12) {2)
Balanceatend ofyear . ....... ... ... ... ... . i, $ 21 $ 26 $ 33 $21 % 33

* Charge-offs result from the sale of unfunded lending-related commitments.
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Allowance for Credit Losses

The allowance for credit losses includes both the allowance for loan losses and the allowance for credit losses on
lending-related commitments. The allowance for loan losses represents management's assessment of probable
losses inherent in the Corporation’s loan portfolio. The allowance for loan losses provides for probable losses that
have been identified with spedific customer relationships and for probable losses believed to be inherent in the loan
portfolio, but that have not been specifically identified. Internal risk ratings are assigned to each business loan at the
time of approval and are subject to subsequent periodic reviews by the Corporation’s senior management, The
Corporation performs a detailed credit quality review quarterly on both large business and certain large personal
purpose consumer and residential mortgage loans that have deteriorated below certain levels of credit risk and may
allocate a spedific portion of the allowance to such loans based upon this review. The Corporation defines business
loans as those belonging to the commerdal, real estate construction, commercial mortgage, lease financing and
international loan portfolios. A portion of the allowance is allocated to the remaining business loans by applying
estimated loss ratos, based on numerous factors identified below, to the loans within each risk rating. In addition, a
portion of the allowance is allocated to these remaining loans based on industry specific risks inherent in certain
portolios that have experienced above average losses, including portfolio exposures to technology-related indus-
tries, Michigan and California residential real estate development and Small Business Administration loans.
Furthermore, a portion of the allowance is allocated to these remaining loans based on industry specific risks
inherent in certain portfolios that have not yet manifested themselves in the risk ratings, including portfolio
exposures to the automotive industry and California residential real estate development. The portion of the
allowance allocated to all other consumer and residential mortgage loans is deterrnined by applying estimated loss
ratios to various segments of the loan portfolio. Estimated loss ratios for all portfolios incorporate factors such as
recent charge-off experience, current economic conditions and trends, and trends with respect to past due and
nonaccrual amounts, and are supported by underlying analysis, induding information on migration and loss given
default studies from each of the three largest domestic geographic markets (Midwest, Western and Texas}, as well as
mapping to bond tables. The allowance for credit losses on lending-related commitments, included in *accrued
expenses and other liabilities” on the consolidated balance sheets, provides for probable credit losses inherent in
lending-related commitments, including unused commitments to extend credit, letters of credit and financial
guarantees. Lending-related commitments for which it is probable that the commitment will be drawn {or sold) are
reserved with the same estimated loss rates as loans, or with spedific reserves. In general, the probability of draw for
letters of credit is considered certain once the credit becomes a watch list credit. Non-watch list letters of credits and
all unfunded commitments have a lower probability of draw, to which standard loan loss rates are applied.

The total allowance for ican losses was $557 million at December 31, 2007, compared to $493 million at
December 31, 2006. The increase resulted mostly from an increase in individual and industry reserves for
customers in the real estate industry, primarily Michigan and California residential real estate development. This
increase was partially offset by reductions in the industry reserves for customers in the automotive, air trans-
portation, contractor and entertainment industries. An analysis of the changes in the allowance for loan losses is
presented in Table 8 on page 45 of this financial review. The allowance for credit losses on lending-related
commitments was $21 million at December 31, 2007, compared to $26 million at December 31, 2006, a decrease
of $5 million, resuiting primarily from a decrease in specific reserves related to unused commitments extended to
two large customers in the automotive industry that were previously reserved at quoted prices and now are
reserved using standard unfunded commitment methodology. An analysis of the changes in the allowance for
credit losses on lending-related commitments is presented on page 45 of this financial review.
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TABLE 9: ALLOCATION OF THE ALLOWANCE FOR LOAN LOSSES

December 31
2007 2006 2005 2004 2003
ALum i ALum i Amount % Amount i w i
{dollar amounts in millions)
Domestic

Commercial . . ......... $288 55% $320 55% %336 55% $442 54% $510 54%

Real estate construction .. 128 9 29 9 21 8 27 8 35 8

Commercial mortgage . . . 92 20 80 20 74 21 88 20 104 20

Residential mortgage . ... 2 4 2 4 1 3 2 3 5 3

Consumer ............ 21 5 22 5 25 6 26 7 28 6

Lease financing ........ 15 3 27 3 29 3 45 3 27 3

International ... ......... 11 4 13 _4 30 4 43 5 _94 _ 6
Total............... $557 100% 3$493 100% $516 100% $673 100% $803 100%

Amount — allocated allowance

% — loans outstanding as a percentage of total loans

Actual loss ratios experienced in the future may vary from those projected. The uncertainty occurs because
factors may exist which affect the determination of probable losses inherent in the loan portfolio that are not
necessarily captured by the application of estimated loss ratios or identified industry-specific risks. A portion of
the allowance is maintained to capture these probable losses and reflects management's view that the allowance
should recognize the margin for error inherent in the process of estimating expected loan losses. Factors that were
considered in the evaluation of the adequacy of the Corporation’s aliowance include the inherent imprecision in
the risk rating system and the risk associated with new customer relationships. The allowance associated with the
margin for inherent imprecision covers probable loan losses as a result of an inaccuracy in assigning risk ratings or
stale ratings which may not have been updated for recent negative trends in particular credits. The allowance due
to new business migration risk is based on an evaluation of the risk of rating downgrades associated with loans
that do not have a full year of payment history.

The total allowance is available to absorb losses from any segment within the portfolio. Unanticipated
economic events, including political, economic and regulatory instability in countries where the Corporation has
loans, could cause changes in the credit characteristics of the portfolio and result in an unanticipated increase in
the allowance. Inclusion of other industry specific portfolic exposures in the allowance, as well as significant
increases in the current portfolic exposures, could also increase the amount of the allowance. Any of these events,
or some combination thereof, may result in the need for additional provision for loan losses in order to maintain
an allowance that complies with credit risk and accounting policies.

The allowance as a percentage of total loans, nonperforming loans and as a multiple of annual net loan
charge-offs is provided in the following table.

Years Ended December 31

2007 2006 2005
Allowance for loan losses as a percentage of total loans atend of year .......... 1.10% 1.04% 1.19%
Allowance for loan losses as a percentage of total nonperforming loans at end of
=1 S 138 231 373
Allowance for loan losses as a multiple of total net loan charge-offs for the year... 3.7 8.2 4.7

The ailowance for loan losses as a percentage of total period-end loans increased to 1.10 percent at
December 31, 2007, from 1.04 percent at December 31, 2006. The allowance for loan losses as a percentage
of nonperforming loans decreased to 138 percent at December 31, 2007, from 231 percent at December 31, 2006.
The allowance for loan losses as a multiple of net loan charge-offs decreased to 3.7 times for the year ended
December 31, 2007, compared to 8.2 times for the prior year, as a result of higher levels of net loan
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charge-offs in 2007. While certain ratios declined, the ratios do not reflect a change in the methodology of
developing the allowance based on the underlying loan portfolios.

TABLE 10: SUMMARY OF NONPERFORMING ASSETS AND PAST DUE LOANS

December 31
2007 2006 2005 2004 2003
{dollar amounts in millions})

NONPERFORMING ASSETS
Nonaccrual loans:
Commercial .. ........ . ..o i $ 75 % 97 % 65 $161 $295
Real estate construction:
Commercial Real Estate business line. ................ 161 18 3 31 21
Other business lines .. ............................ 6 2 — 3 3
Total real estate construction. . . ................,.. 167 20 3 34 24
Commercial mortgage: '
Commercial Real Estate business line.............. ... 66 18 6 6 3
Otherbusinesslines . .. ........................... 75 54 29 58 84
Total commercial mortgage. . .. ........... ... .. ... 141 72 35 64 87
Residential mortgage .. ............. ... ... .. ... ... 1 1 2 1 2
CONSUIMIOL. . . o ittt e e e e et et e e e 3 4 2 i 7
Lease financing. . ...... ... oo e - 8 13 15 24
Intemadonal ....... ... ... .. . 4 12 18 36 68
Total nonaccrual loans .. . ... .. . .l 391 214 138 312 507
Reduced-rateloans. . ........... ... ... . ... ... .. L. 13 — — — —
Total nonperformingloans. ........................ 404 214 138 312 507
Forecdlosed property . ... ... i 19 18 24 27 30
Nonaccrual debt securities. . .. .. ... ... ... ... . .. ... ... — — — — 1
Total nonperforming assets. . ....................... $423 $232 $162 $339 §$538
Nonperforming loans as a percentage of total loans . .. ..... ... 0.80% 0.45% 0.32% 0.76% 1.26%
Nonperforming assets as a percentage of total loans, foreclosed
property and nonaccrual debt securities. .. ................ 0.83 0.49 0.37 0.83 1.33
Allowance for loan losses as a percentage of total nonperforming
loans . ... e e e e e 138 231 373 215 158
Loans past due 90 days or more and still accruing .. ........ .. $54 $ 14 $16 35 15 §$ 32
Nonperforming Assets

Nonperforming assets include loans and loans held-for-sale on nonaccrual status, loans which have been
renegotiated to less than market rates due to a serious weakening of the borrower's financial condition, real estate
which has been acquired through foreclosure and is awaiting disposition and debt securities on nonaccrual status.

Consumer loans, except for certain large personal purpose consumer and residential mortgage loans, are
charged-off no later than 180 days past due, and earlier, if deemed uncollectible. Loans, other than consumer
loans, and debt securities are generally placed on nonaccrual status when management determines that principal
or interest may not be fully collectible, but no later than 20 days past due on prindpal or interest, unless the loan
or debt security is fully collateralized and in the process of collection. Loan amounts in excess of probable future
cash collections are charged-off to an amount that management ultimately expects to collect. Interest previously
accrued but not collected on nonaccrual Joans is charged against current income at the time the loan is placed on
nonaccrual. Income on such loans is then recognized only to the extent that cash is received and where the future
collection of principal is probable. Loans that have been restructured to yield a rate that was equal to or greater
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than the rate charged for new loans with comparabie risk and have met the requirements for a return to accrual
status are not incduded in nonperforming assets. However, such loans may be required to be evaluated for
impairment. Refer to Note 4 of the consolidated financial statements on page 83 for a further discussion of
impaired loans.

Nonperforming assets increased $191 million, or 82 percent, to $423 million at December 31, 2007, from
$232 million at December 31, 2006, Table 10 above shows changes in individual categories. The $177 million
increase in nonaccrual loans at December 31, 2007 from year-end 2006 levels resulted primarily from a
$147 million increase in nonaccrual real estate construction loans and a $69 million increase in nonaccrual
commercial mortgage loans, partially offset by a $22 million decrease in nonaccrual commercial loans, an
$8 million decrease in nonaccrual international loans and an $8 million decrease in nonaccrual lease financing
loans. An analysis of nonaccrual loans at December 31, 2007, based primarily on the Standard Industrial
Classification (SIC) code, is presented on page 51 of this financial review. Loans past due 90 days or more and still
on accrual status increased $40 million, to $54 million at December 31, 2007, from $14 million at December 31,
2006. Nonperforming assets as a percentage of total loans, foreclosed property and nonaccrual debt securities was
0.83 percent and 0.49 percent at December 31, 2007 and 2006, respectively.

The following table presents a summary of changes in nonaccrual loans.

2007 2006
(in millions)
Balance at January 1. ... ... . e e e $ 214 %138
Loans transferred to nonaccrual(1) ......... ... .. ... . 455 176
Nonaccrual business loan gross charge-offs{2). .. ... ... ... ... ... . i i (183) (72)
Loans transferred to accrual status{1). . ... ... ... ... . L (13) —
Nonaccrual business loans sold(3). . .. ... .. o o i (15) (9)
Payments/Other(4) .. ... . . e (67) _(19)
Balance at December 31. . ... .. ... .. L e 3391 214
{1) Based on an analysis of nonaccrual loans with book balances greater than $2 miliion,
(2) Analysis of gross loan charge-offs:
Nonaccrual business loans. . ... ... .. .. . s $183 3% 72
Performing watch list loans (as defined below) ... ... ... .. ... ... ... . ... ... — 3
Consumer and residential mortgage loans. . ............ . i e 13 23
Total gross loan charge-offs ... ... .. ... ... .. .. .. ... . $ 196 §$ 98
(3) Analysis of loans sold:
Nomaccrual business loans. .. ... .. .. . L $ 15 % 9
Performing watch list loans (as defined below) . . ... ... ... .. ... . ... L. 13 77
Total loans sold . . ... .. . e $ 28 5 86

(4) Includes net changes related to nonaccrual ioans with balances less than $2 million, other than business loan
gross charge-offs and nonaccrual loans sold, and payments on nonaccrual loans with book balances greater
than $2 million.
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The following table presents the number of nonaccrual loan relationships greater than $2 million and
balance by size of relationship at December 31, 2007,

Number of
Nonaccrual Relationship Size Relationships  Balance
(dollar amounts in
millions)
$2million — $5 million . ... ... .. . . 20 $ 66
$5 million—$10 million . ......... ... ... ... Lol 11 71
$10 million — $25 million ....... e 7 116
Greater than $25 million. . ... ... .. . e 2 54
Total loan relationships greater than $2 million at December 31, 2007 ... .......... 40 $307

There were 58 loan relationships with balances greater than $2 million, totaling $455 million that were
transferred to nonaccrual statusin 2007, an increase of $279 million, when compared to $176 million in 2006. Of
the transfers to nonaccrual with balances greater than $2 million in 2007, $286 million were from the Midwest
market and $132 million were from the Western market. There were 11 loan relationships greater than $10 million
transferred to nonaccrual in 2007. The 11 loan relationships totaled $236 million and were to companies in the
real estate ($188 million) and retail trade ($48 million) industries.

The Corporation sold $15 million of nonaccrual business loans in 2007, These loans were to customers in the
real estate, automotive production and airline transportation industries. In addition, the Corporation sold
$82 million of unused commitments in 2007, including $60 million with customers in the automotive industry.
The losses associated with the sale of the unused commitments were charged to the “provision for credit losses on
lending-related commitments” on the consolidated staternents of income.

Nonaccrual loan payments/other, as shown in the table abowve, increased $48 million in 2007, when
compared to 2006, The increase was mostly due to an increase in payments received on nonaccrual loans greater
than $2 million in 2007, compared to 2006.

The following table presents a summary of total internally classified watch list loans (generally consistent
with regulatory defined special mention, substandard and doubtful loans) at December 31, 2007. Of the
$3.5 billion of watch list loans, $1.1 billion, or 31 percent were in the Commercial Real Estate business line.
Consistent with the increase in nonaccrual loans from December 31, 2006 to December 31, 2007, total watch list
loans increased both in dollars and as a percentage of the total loan portfolio.

December 31
2007 2006
(dollar amounts in
millions)
Total watch listloans. .. ... ... i e N $3,464 $2,411
Asapercentageof total loans . . ... ... . . . L. L e 6.8% 5.1%
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The following table presents a summary of nonaccrual loans at December 31, 2007 and Joan relationships
transferred to nonaccrual and net loan charge-offs during the year ended December 31, 2007, based primarily on
the Standard Industrial Classification {SIC) industry categories.

December 31, Year Ended December 31, 2007
2007 Loans Net Loan
Nonaccrual Transferred 1o Charge-Offs
Industry Category Loans Nonaccruai{!) {Recoveries)
(dollar amounts in millions}
Realestate. . . ... .. ... .o e $232 59% $280 62% $ 63 42%
Retailtrade . . ...... ... . .. . 47 12 61 14 38 26
Services. . ....... .. ... .. e 41 10 48 10 22 15
AWOMOLIVE. . ... e e 16 4 — — 2y (1)
Manufacturing .. ....... .. .. .. 13 3 13 3 2 1
Wholesaletrade . ......... .. ... .. .. .. 10 3 14 3 4 3
CONTaCIONS . . . . .o e e e e 8 2 13 3 4 2
"I‘ransponation ...................................... 6 2 6 1 5 3
Churches . ... ... ... . i 6 2 9 2 3 2
Finance . . ... e 2 1 6 1 9 6
Entertainment. .. .......... ... ... .. ... .. oo 1 — — — (6) (4
Other(2). .. ... . e 9 2 5 _1 _ 7 _5
Total . . o $391 100% $455 100% $149 100%

II

{1) Based on an analysis of nonaccrual loan relationships with book balances greater than $2 million.
(2) Consumer nonaccrual loans and net charge-offs are included in the “Other” category.

SNC nonaccrual loans comprised six percent and less than one percent of total nonaccrual loans at
December 31, 2007 and 2006, respectively. As a percentage of total loans, SNC loans represented approximately
21 percent and 19 percent at December 31, 2007 and 2006, respectively. SNC loan net charge-offs were $2 million
in both 2007 and 2006. For further discussion of the Corporation’s SNC relationships, refer to the “Earning
Assets” section of this financial review on page 38.

The following table indicates the percentage of nonacerual loan value to contractual value, which exhibits the
degree to which loans reported as nonaccrual have been partially charged-off.
December 31
2007 2006
(dollar amounts
in millions)
Carrying value of nonaccrual loans . .. .. ... ... . .. L $391 $214
Contractual value of nonaccrual 1oans. . . ... ... . . it it e e 549 300

Carrying value as a percentage of contractual value. . .. ....... ... .. ... ... ... ... ... 71% 71%

Concentration of Credit

Loans to borrowers in the automotive industry represented the largest significant industry concentration at
December 31, 2007 and 2006. Loans to automotive dealers and to borrowers involved with automotive
production are reported as automotive, since management believes these ioans have similar economic charac-
teristics that might cause them to react similarly to changes in economic conditions. This aggregation involves the
exercise of judgment. Included in automotive production are: {a) original equipment manufacturers and Tier 1
and Tier 2 suppliers that produce components used in vehicles and whose primary revenue source is automotive-
related {“primary” defined as greater than 50%) and (b) other manufacturers that produce components used in
vehicles and whose primary revenue source is automotive-related. Loans less than $1 million and loans recorded
in the Small Business division were excluded from the definition. Foreign ownership consists of North American
affiliates of foreign automakers and suppliers.
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A summary of loans outstanding and total exposure from loans, unused commitments and standby letters of
credit and financial guarantees ta companies related to the automotive industry follows:

December 31
2007 2006
Loans Percent of Total Loans Percent of Total
Cutstanding  Total Loans Exposure Outstanding  Total Loans Exposure
(in millions)
Production: _
Domestic ................. $1,415 $ 2,571 $1,737 $ 2,950
Foreign................... 391 1,133 469 1,267
Total production .. .... .. 1,806 3.6% 3,704 2,206 4.7% 4,217
Dealer:
Floorplan................. 2,817 4,228 3,125 4,312
Other .................... 2,567 3,108 2,433 3,089
Total dealer ............ 5,384 10.6% 7,336 5,558 11.7% 7,401
Total automotive . . ... ... $7,190 14.2% $11,040 $7,764 16.4% $11,618

At December 31, 2007, dealer loans, as shown in the table above, totaled $5.4 billion, of which approximately
$3.1 billion, or 59 percent, was to foreign franchises, $1.7 billion, or 31 percent, was to domestic franchises and
$561 million, or 10 percent, was to other. Other includes obligations where a primary franchise was indeter-
minable, such as loans to large public dealership consolidators, and rental car, leasing, heavy truck and recreation
vehicle companies.

Nonaccrual loans to automotive borrowers comprised approximately four percent of total nonaccrual loans
at December 31, 2007, The largest automotive loan on nonaccrual status at December 31, 2007 was $5 million.
Total automotive net loan recoveries were $2 million in 2007. The following table presents a summary of
automotive net loan and credit-related charge-offs for the years ended December 31, 2007 and 2006.

Years Ended
December 31
2007 2006
(in millions)

Production:
T4 T3 S $3 %4
FOTEIEI . . oo i e e e (5 _—
Total production .. ... . e e e $(2) $ 4
Dealer ...................................................................... = -
Total automotive net loan charge-offs (recoveries) ... ..... ... ... ... ... ... .. ... ... $(2) 5 4
Total automotive charge-offs from the sale of unused COmMMItments*. . ... ............... $3 812

|
Il

* Prmarily related to domestic-owned production companies. '

All other industry concentrations, as defined by management, individually represented less than 10 percent
of total loans at year-end 2007.

Commercial Real Estate Lending

The Corporation takes measures to limit risk inherent in its commercial real estate lending activities. These
measures include limiting exposure to those borrowers directly involved in the commercial real estate markets and
adherence to policies requiring conservative loan-to-value ratios for such loans. Commercial reat estate loans,
consisting of real estate construction and commercial mortgage loans, totaled $14.9 billion at December 31, 2007,
of which $5.5 billion, or 37 percent, were to borrowers in the Commerdal Real Estate business line. Increased
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nonaccrual loans, reserves and net charge-offs in the Commercial Real Estate business line reflected challenges in
the residential real estate development industry in Michigan and California.

The real estate construction loan portfolio contains loans primarily made to long-time customers with
satisfactory completion experience. The portfolio totaled $4.8 billion and included approximately 1,650 loans, of
which 48 percent had balances less than $1 million at December 31, 2007. The largest real estate construction loan
had a balance of approximately $43 million at December 31, 2007. The commercial mortgage loan portfolio
totaled $10.1 billion at December 31, 2007 and included approximately 8,900 loans, of which 74 percent had
balances of less than $1 million. This total included $8.7 billion of primarily owner-occupied commercial
mortgage loans. The largest loan within the commercial mortgage loan portfolio had a balance of approximately
$56 million at December 31, 2007,

The geographic distribution of commercial real estate loan borrowers is an important factor in diversifying
credit risk. The following table indicates, by location of property and by project type, the diversification of the
Corporation's real estate construction and commercial mortgage loans to borrowers in the Commercial Real
Estate business line.

December 31, 2007
Location of Propeny

Project Type: Western  Michigan Texas  Florida  Other Total % of Total
(dollar amounts in millions)

Real estate construction loans:
Commercial Real Estate business line:

Single Family.................... $ 940 $107 $148 $268 $150 $1,613 40%
Land Development . .. ............ 348 116 155 47 53 719 18
Retail. . ...... ... ... . ... .. .. ... 168 108 186 43 50 555 14
Multi-family ........ ... .. .. ... 88 24 164 63 74 413 .10
Mult-use. ...................... 127 35 38 41 50 291 7
Office ............. ..., 103 19 73 — 16 211 5
LandCarry ..................... 138 — - — — 138 3
Commercial .................... 83 16 19 5 9 132 3
Other. ........ . ... ... ... .0 — — — 7. 10 17 =
Total ....... ... .. ... .. $1,995 $425 $783 $474 $412 $4,089 100%

Commercial mortgage loans:
Commercial Real Estate business line:

Land Camy ........ooeiiniii... $ 278 $174 $108 $92 $ 18 $ 670 49%
OFCE .. oo 42 57 24 11 3 137 10
Retail .. ... 9 52 5 3 46 115 8
Multi-family .................... 7 91 20 32 35 185 13
Commercial .................... 34 34 3 — 46 117 9
Multi-use. .. ..o 11 36 6 15 27 95 7
Single Family. ... ................ 12 3 5 11 13 44 3
Other........... ... ... ... 3 3 — — 8 14 _1
Total ...t $ 396 $450  $171 $164 $196 $1,377  100%

Ofthe $4.1 billion of real estate construction loans in the Commercial Real Estate business line, $161 million
were on nonaccrual status at December 31, 2007. Substantially all of the nonaccrual loans were Single Family,
Land Development and Land Carry project types located in California ($84 million), Michigan ($57 million) and
Florida ($18 million).

Commercial mortgage loans in the Commercial Real Estate business line totaled $1.4 billion and included
$66 million of nonaccrual loans at December 31, 2007, primarily Land Development projects located in Michigan
($55 million). .
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Net charge-offs in the Commercial Real Estate business line were $52 million in 2007, and included
$34 million in the Midwest market, $16 million in the Western market and $2 million in the Texas market.

The following table illustrates, by location of lending office, the diversification of the Corporation’s real estate
construction and commercial mortgage loan portfolios.

December 31, 2007

Real Estate Commercial
Construction Mortgage

Amount % - Amount %
(dollar amounts in millions)

Michigan. . ........c..oiii e $2,141  44% $ 5,160  52%
California ........ e e e e 1,541 32 2,660 26
B3 T 777 16 924 9
Florida. . ... .o e e e e e 188 4 325 3
Other. .. oo 169 _ 4 979 10

TOtAl ...t $4,816 100% $10,048 100%
Market Risk

Market risk represents the risk of loss due to adverse movements in market rates or prices, which include
interest rates, foreign exchange rates and equity prices; the failure to meet financial obligations coming due
because of an inability to liquidate assets or obtain adequate funding and the inability to easily unwind or offset
specific exposures without significantly lowering prices because of inadequate market depth or market

- disruptions.

The Asset and Liability Policy Committee {ALPC} establishes and monitors compliance with the policies and
risk limits pertaining to market risk management activities. The ALPC meets regularly to discuss and review market
risk management strategies and is comprised of executive and senior management from various areas of the
Corporation, including finance, lending, deposit gathering and risk management.

Interest Rate Risk

Interest rate risk arises primarily through the Corporation’s core business activities of extending loans and
accepting deposits. The Corporation’s balance sheet is predominantly characterized by floating rate commmercial
loans funded by a combination of core deposits and wholesale borrowings. This creates a natural imbalance
between the floating rate loan pertfolio and the more slowly repricing deposit products. The result is that growth
in our core businesses will lead to a greater sensitivity to interest rate movements, without mitigating actions. An
example of such an action is purchasing investment securities, primarily fixed rate, which provide liquidity to the
balance sheet and act to mitigate the inherent interest sensitivity. The Corporation actively manages its exposure to
interest rate risk, with the principal cbjective of optimizing net interest income while operating within acceptable
limits established for interest rate risk and maintaining adequate levels of funding and liquidity.

Interest Rate Sensitivity

Interest rate risk arises in the normal course of business due to differences in the repricing and cash flow
characteristics of assets and liabilities. Since no single measurement system satisfies all management objectives, a
combination of techniques is used to manage interest rate risk. These techniques examine earnings at risk and
economic value of equity utilizing multiple simulation analyses.

The Corporation frequently evaluates net interest income under various balance sheet and interest rate
scenarios, using simulation modeling analysis as its principal risk management evaluation technique. The results
of these analyses provide the information needed to assess the balance sheet structure. Changes in economic
activity, different from those management included in its simulation analyses, whether domestically or inter-
nationally, could translate into a materially different interest rate environment than currently expected. Man-
agement evaluates “base” net interest income under an unchanged interest rate environment and what is believed
to be the most likely balance sheet structure. This “base” net interest income is then evaluated against non-parallel
interest rate scenarios that increase and decrease approximately 200 basis points (but no lower than zero percent)
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from the unchanged interest rate environment. For this analysis, the rise or decline in interest rates occurs in a
linear fashion over twelve months. In addition, adjustments to asset prepayment levels, yield curves, and overall
balance sheet mix and growth assumptions are made to be consistent with each interest rate environment. These
assumptions are inherently uncertain and, as a result, the model cannot precisely predict the impact of higher or
lower interest rates on net interest income. Actual results may differ from simulated results due to timing,
magnitude and frequency of interest rate changes and changes in market conditions and management strategies,
among other factors. However, the model can indicate the likely direction of change. Derivative instruments
entered into for risk management purposes are included in these analyses. The table below as of December 31,
2007 and 2006 displays the estimated impact on net interest income during the next 12 months as it relates the
unchanged interest rate scenario results to those from the 200 basis point non-parallel shock described above.

Sensitivity of Net Interest Income to Changes in Interest Rates

December 31
2007 2006
Amount %  Amount %
(in millions)

Change in Interest Rates:
#200 basis POINIS . .. ...ttt e e $ 38 2% % 34 2%
=200 basis POIMLS . . . .\ vttt et e (36) (2) (51) (2)

Corporate policy limits adverse change to no more than four percent of management’s most likely net interest
income forecast and the Corporation operated within this policy guideline. The change in interest rate sensitivity
from December 31, 2006 10 December 31, 2007 was primnarily a result of loan and deposit growth, activities in the
Financial Services Division, competitive deposit pricing, maturity of swaps and additions to the investment
securities portfolio. In addition, a variety of alternative scenarios are performed to assist in the portrayal of the
Corporation’s interest rate risk position, including, but not limited to, flat balance sheet and most likely rates,
200 basis point parallel rate shocks and yield curve twists. Interest rate risk will be actively managed principally
through the use of on-balance sheet financial instruments or interest rate swaps so that the desired risk profile is
achieved,

In addition to the simulation analysis, an economic value of equity analysis is performed for a longer term
view of the interest rate risk position. The economic value of equity analysis begins with an estimate of the mark-
to-market valuation of the Corporation’s balance sheet and then applies the estimated impact of rate movements
upon the market value of assets, liabilities and off-balance sheet instruments. The economic value of equity is then
calculated as the difference between the market value of assets and liabilities net of the impact of off-balance sheet
instruments. The market value change in the economic value of equity is then compared to the corporate policy
guideline limiting such adverse change to 10 percent of the base economic value of equity as a result of a parallel
200 basis point increase or decrease in interest rates. The Corporation operated within this policy parameter. As
with net interest income shocks, a variety of alternative scenarios are performed to measure the impact on -
economic value of equity, including changes in the level, slope and shape of the yield curve.

Sensitivity of Economic Value of Equity to Changes in Interest Rates

December 31
2007 2006
Amount % Amount i)

(in millions)

Change in Interest Rates:
+200 basis POINtS .. ... . s $ 241 3% $ 155 2%
—200 basts pOINtS . . . ... L. s (789} (9) (351} (4)

The change in economic value of equity sensitivity from December 31, 2006 to December 31, 2007 was
primarily due to the issuance of $515 million of 6.576% fixed rate subordinate notes due 2037, which accounted
for the majority of the decline under the 200 basis point parallel decrease in the interest rates scenario in the table
above, Other contributing factors were changes in loan and funding mix, and a runoff in interest rate swaps partly
offset by additions to the investment securities portfolio.
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The Corporation uses investment securities and derivative instruments, predominantly interest rate swaps, as
asset and liability management tools with the overall objective of managing the volatility of net interest income
from changes in interest rates. Swaps modify the interest rate characteristics of certain assets and of liabilities (e.g.,
from a floating rate to a fixed rate, from a fixed rate to a floating rate or from one floating rate index to another).
These tools assist management in achieving the desired interest rate risk management objectives.

Risk Management Derivative Instruments

Risk Management Notional Activity

Interest Foreign

Rate Exchange
Contracts Contracts Totals
(in millions}
Balance at January 1, 2006. ....... .. ... ... ... e $11,455 $ 411 $11.866
AddItions . . ... e e e e 100 5,521 5,621
Maturities/amortizations . ... ... v vt e (3,102) (5377} (8,479)
Terminations .. ... ... .t e e — {4) (4)
Balance at December 31, 2006. .. . ... ... ... ... ... e $ 8453 $ 551 % 9,004
AddIOmS . . ..ot e e e 400 4,035 4,435
Maturities/amortizations . ...... ... ... (3.452) (4,037) (7.489)
Foreign currency translation adjustment . .............. ... ... ....... 1 — 1
Balance at December 31, 2007 . . .. ... ... ... e $ 5402 $ 549 § 5951

The notional amount of risk management interest rate swaps totaled $5.4 billion at December 31, 2007, and
$8.5 billion at December 31, 2006. The decrease in notional amount of $3.1 billion from December 31, 2006 to
December 31, 2007 reflects maturities and a current preference for on-balance sheet risk management utilizing the
investment securities portfolio. The fair value of risk management interest rate swaps was a net unrealized gain of
$143 million at Decemnber 31, 2007, compared to a net unreatized loss of $19 million at December 31, 2006.

For the year ended December 31, 2007, risk management interest rate swaps generated $55 million of net
interest expense, compared to $108 million of net expense for the year ended December 31, 2006. The decrease in
swap expense for 2007, compared to 2006, was primarily due to the maturities of interest rate swaps that carried a
negative spread.

Table 11 on page 57 summarizes the expected maturity distribution of the notional amount of risk
manageiment interest rate swaps and provides the weighted average interest rates associated with amounts to
be received or paid as of December 31, 2007. Swaps have been grouped by asset and liability designation.

In addition to interest rate swaps, the Corporation employs various other types of derivative instruments to
mitigate exposures to interest rate and foreign currency risks associated with specific assets and liabilities (e.g.,
loans or deposits denominated in foreign currencies). Such instruments may include interest rate caps and floors,
purchased put options, foreign exchange forward contracts and foreign exchange swap agreements. The aggregate
notional amounts of these risk management derivative instruments at December 31, 2007 and 2006 were
$549 million and $551 million, respectively.

Further information regarding risk management derivative instrurnents is provided in Notes 1, 11, and 20 to
the consolidated financial statements on pages 72, 89 and 107, respectively.
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TABLE 11: REMAINING EXPECTED MATURITY OF RISK MANAGEMENT INTEREST RATE SWAPS

Dec 31, Dec. 31,
2013- 2007 2006
2008 (2009 2010 200 2012 2026 Total Total
(dollar amounts in millions)
Variable rate asset designation: ]
Generic receive fixed swaps........ $3,200 % — $— $— $— $ — $3,200 %5200
Weighted average:(1)
Receiverate ... ..........:.... 7.02% —% —% —% —% —% 7.02% 6.03%
Payrate............. ... ..... 7.37 — —_ —_ —_ — 7.37 7.69
Fixed rate asset designation:
Pay fixed swaps
Amortizing . ................. $ 2 % — $%— $— $— $ — $ 2 % 3
Weighted average:(2)
Receiverate . ................. 4.74% —% —% —% —% —0%  4.74% 4.34%
Payrate........... .. ........ 3.52 — — - —_ —_ 3.52 352
Medium- and long-term debt '
designation:
Generic receive fixed swaps. ... .... $ 350 $100 $-— $— $— 51,750 $2,200 $2,250
Weighted average:(1)
Receiverate . ................. 6.17% 6.06% —% —% —% 5.84% 590% 5.95%
Pay rate . .................... 525 523 — _— _— _ 511 5.14 _ 5.44
Total notional amount .......... . $3552 $100 $-—- $— $-- $1,750 $5,402 38,453

(1} Variable rates paid on receive fixed swaps are based on prime or LIBOR (with various maturities} rates in effect
at December 31, 2007

(2) Variable rates received are based on one-month Canadian Dollar Offered Rates in effect at December 31, 2007

Customer-Initiated and Other Derivative Instruments

Customer-Initiated and Other Notional Activity

Interest Energy Foreign
Rate Derivative Exchange
Contracts Contracts Contracts Totals
(in millions)
Balance at January 1, 2006 .... ... ................... $ 3,804 $ 979 $ 5,474 $ 10,257
Additions . ....... ... . e 3,275 463 96,615 ° 100,353
Maturities/famortizations. . .. ... ......... ... ... {1,256) (177) (99,196)  (100,629)
Terminations. . . .. .. .. e i i s (256) (160) — {416)
Balance at December 31,2006 .............. ...0v.... $ 5,567 $1,105 $ 2,893 % 9,565
Additions .. ... . 4,277 765 102,903 107,945
Maturities/amortizations. . . ... ..............ov.ouen... (810)  (389)  (103,081) (104,280)
Terminations. . . ... .o it i (526) — — {526)
Balance at December 31, 2007 . ........ .0 i $ 8,508 $1,481 $ 2,715 % 12,704

The Corporation writes and purchases interest rate caps and enters into foreign exchange contracts, interest
rate swaps and energy derivative contracts to accommodate the needs of customers requesting such services.
Customer-initiated and other notional activity represented 68 percent of total interest rate, energy and foreign
exchange contracts at December 31, 2007, compared to 52 percent at December 31, 2006. Refer to Notes 1 and 20
of the consolidated financial staternents on pages 72 and 107, respectively, for further information regarding
customer-initiated and other derivative instruments. '
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Warrants

The Corporation holds a portfolio of approximately 840 warrants for generally non-marketable equity
securities. These warrants are primarily from high technology, non-public companies obtained as part of the loan
origination process. As discussed in Note 1 to the consolidated financial statements on page 72, warrants that have
a net exercise provision embedded in the warrant agreement are required to be accounted for as derivatives and
recorded at fair value (approximately 570 warrants'at December 31, 2007). The value of all warrants that are
carried at fair value ($23 million at December 31, 2007) is at risk to changes in equity markets, general economic
conditions and other factors. For further information regarding the valuation of warrants accounted for as
derivatives, refer to the “Critical Accounting Policies” section of this finandial review on page 62.

Liquidity Risk and Off-Balance Sheet Arrangements

Liguidity is the ability to meet financial obligations through the maturity or sale of existing assets or the
acquisition of additional funds. The Corporation has various financial obligations, including contractual obli-
gations and commercial commitments, which may require future cash payments. The following contractual
obligations table summarizes the Corporation’s noncancelable contractual obligations and future required
minimum payments, and includes unrecognized tax benefits in “other long-term obligations”. Refer to Notes 7,
10, 11 and 17 of the financial statements on pages 86, 88, 89 and 103, respectively, for a further discussion of these
contractual obligations.

Contractual Obligations

December 31, 2007
Minimum Payments Due by Period

Less than 1-3 3-5 Morte than
Total 1 Year Years Years 5 Years
(in millions)
Deposits without a stated maturity * .............. $28506 %$28506 $ — $ — % —
Centificates of deposit and other deposxts with a stated
Maturity * .. ... e 15,772 13,125 2,521 86 40
Short-term borrowings * ....................... 2,807 2,807 — — —
Medium- and long-termdebt * .................. 8,685 2,000 2,775 1,245 2,665
Operatingleases . ... ........ ... .. ... ... .. .. 640 58 115 102 365
Commitments to fund low income housing
partmerships ............ .. ... . .. . 119 76 40 2 1
Other long-term obligations. . ... ................ 308 68 49 45 146
Total contractual obligations. . ................. $56,837 $46,640 $5,500 $1,480 $3,217
Medium- and long-term debt * {parent company
ONIY) . oot PO $ 965 $ — $ 150 $ — $ 815

* Deposits and borrowings exclude interest.

The Corporation has other commercial commitments that impact Hquidity. These commitments include
commitments to purchase and sell eamning assets, commitments to fund private equity and venture capital
investments, unused commitments to extend credit, standby letters of credit and financial guarantees, and
commercial letters of credit. The following commercial commitments table summarizes the Corporation’s
commercial commitments and expected expiration dates by period.
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Commercial Commitments
December 31, 2007

Expected Expiration Dates by Period
Less than 1-3 3-5 More than
Total 1 Year Years Years 5 Years
{in millions)
Commitments to purchase investment securities . ... $ 604 $ 604 % e e
Commitments to sell investment securities. .. ... ... 4 4 f— — —
Commitments to fund private equity and venture
capital investments . . .......... ... ... .. ..., 42 2 3 4 33
Unused commitments to extend credit. . .. ........ 33,819 12,679 10,288 8,504 2,348
Standby letters of credit and financial guarantees. . . . 6,900 4,344 1,525 919 112
Commercial letters of credit . .. ................. 234 186 47 1 —
Total commercial commitments ............... $41,603 $17,819 $11,863 $9,428 $2,493

Since many of these commitments expire without being drawn upon, the total amount of these commercial
commitments does not necessarily represent the future cash requirements of the Corporation. Refer to the “Other
Market Risks” section below and Note 20 of the consolidated financial statements on page 107 for a further
discussion of these commercial commitments.

Liquidity requirements are satisfied with various funding sources. First, the Corporation accesses the
purchased funds market regularly to meet funding needs. Purchased funds, comprised of customer certificates
of deposit of $100,000 and over that mature in less than one year, institutional certificates of deposit, foreign
office time depasits and short-term borrowings, approximated $13.0 billion at December 31, 2007, compared to
$9.3 billion and $3.5 billion at December 31, 2006 and 2005, respectively. Second, a $15 billion medium-term
senior note program allows the principal banking subsidiary 1o issue debt with maturities between one and
30 years: At year-end 2007, unissued debt relating to the medium-term note program totaled $9.6 billion. A third
source, if needed, would be liquid assets, including cash and due from banks, federal funds sold and securities
purchased under agreements to resell, other short-term investments and investment securities available-for-sale,
which totaled $8.1 billion at December 31, 2007, Additionally, the Corporation also had available $16 billion
from a collateralized borrowing account with the Federal Reserve Bank at December 31, 2007.

In February 2008, Comerica Bank (the Bank), a subsidiary of the Corporation, became a member of the
Federal Home Loan Bank of Dallas, Texas (FHLB), which provides short- and long-term funding to its members
though advances that are collateralized by morgage-related assets. The initial required investment by the Bank in
FHLB stock was $25 million. Additional investment in FHLB stock would be required in relation 10 the level of
outstanding borrowings. The actual borrowing capacity is contingent on the amount of collateral available to be
pledged to FHLB. As of December 31, 2007, the Corporation had no borrowings from FHLB.

The parent company held $1 million of cash and cash equivalents and $224 million of shori-term
investments with a subsidiary bank at December 31, 2007. Another source of liquidity for the parent company
is dividends from its subsidiaries. As discussed in Note 19 to the consolidated financial statements on page 106,
banking subsidiaries are subject to regulation and may be limited in iheir ability to pay dividends or transfer funds
to the holding company. During 2008, the banking subsidiaries can pay dividends up to $234 million plus
2008 net profits without prior regulatory approval. One measure of current parent company liquidity is
investment in subsidiaries as a percentage of shareholders’ equity. An amount over 100 percent represents the
reliance on subsidiary dividends to repay liabilities. As of December 31, 2007, the ratio was 114 percent. The
Contractual Obligations table on page 58 includes mformauon on parent company future minimum payments
on medium- and long-term debt.

The Corporation regularly evaluates its ability to meet funding needs in unanticipated, stress environments.
In conjunciion with the quarterly 200 basis point interest rate shock analyses, discussed in the “Interest Rate
Sensitivity” section on page 54 of this financial review, liquidity ratios and potential funding availability are
examined. Each quarter, the Corporation also evaluates its ability to meet liquidity needs under a series of broad
events, distinguished in terms of duration and severity. The evaluation projects that sufficient sources of liquidity
are available in each series of events.
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The Corporation also holds a significant interest in certain variable interest entities (VIE's), in which it is not
the primary beneficiary and does not consolidate. These unconsolidated VIE's are principally private equity and
venture capital funds, or low income housing limited partnerships, The Corporation defines a significant interest
in a VIE as a subordinated interest that exposes it to a significant portion of the VIE's expected losses or residual
returns. In general, a VIE is an entity that either (1) has an insufficient amount of equity to carry out its principal
activities without additional subordinated financial support, {2) has a group of equity owners that are unable to
make significant decisions about its activities, or (3) has a group of equity owners that do not have the obligation
to absorb losses or the right to receive returns generated by its operations. If any of these characteristics is present,
the entity is subject to a variable interests consolidation model, and consolidation is based on variable interests,
not on ownership of the entity's outstanding voting stock. Variable interests are defined as contractual, ownership,
or other monetary interests in an entity that change with fluctuations in the entity’s net asset value. A company
must consolidate an entity depending on whether the entity is a voting rights entity or a VIE. Refer to the
“principles of consolidation” section in Note ! of the consolidated financial statements on page 72 for a
summarization of the Corporation’s consolidation policy. Also refer to Note 22 of the consolidated financial
statements on page 114 for a discussion of the Corporation’s involvement in VIE's, including those in which it
holds a significant interest but for which it is not the primary beneficary.

Other Market Risks

The Corporation’s market risk related to trading instruments is not significant, as trading activities are
limited. Certain components of the Corporation’s noninterest income, primarily fiduciary income, are at risk to
fluctuations in the market values of underlying assets, particularly equity securities. Other components of
noninterest income, primarily brokerage fees, are at risk to changes in the level of market activity.

Share-based compensation expense recognized by the Corporation is dependent upon the fair value of stock
options and restricted stock at the date of grant. The fair value of both stock options and restricted stock is
impacted by the market price of the Corporation’s stock on the date of grant and is at risk to changes in equity
markets, general economic conditions and other factors. For further information regarding the valuation of stock
options and restricted stock, refer to the “Critical Accounting Policies” section of this finandal review on page 62.

Indirect Private Equity and Venture Capital Investments

At December 31, 2007, the Corporation had a $74 million portfolio of indirect (through funds) private equity
and venture capital investments, and had commitments of $42 million to fund additional investments in future
periods. The value of these investments is at risk to changes in equity markets, general economic conditions and a
variety of other factors. The majority of these investments are not readily marketable, and are reported in other
assets. The investments are individually reviewed for impairment on a quarterly basis, by comparing the carrying
value to the estimated fair value. For further information regarding the valuation of indirect private equity and
venture capital investments, refer to the “Critical Accounting Policies” section of this financial review on page 62.
Approximately $12 million of the underlying equity and debt {primarily equity} in these funds are to companies
in the automotive industry. The automotive-related positions do not represent a majority of any one fund’s
investrnents, and therefore, the exposure related to these positions is mitigated by the performance of other
investment interests within the fund’s portfolio of companies. Income from unconsolidated indirect private
equity and venture capital investmnents in 2007 was $27 million, which was partially offset by $11 million of write-
downs recognized on such investments in 2007. No generic assumption is applied to all investments when
evaluating for impairment. The uncertainty in the economy and equity markets may affect the values of the fund
investments, The following table provides information on the Corporation’s indirect private equity and venture
capital investments portfolio.

December 31, 2007

(dollar amounts
in millions)

Number of INVeSUTIENES . . ...ttt et e e e 133
Balance of INVestnents. . . .o\ttt i e e e e e e $ 74
Largest single iNVESUMENT . . . .. .. ..ot it e e 15
Commitments to fund additional investments. . ..........ci.ttirinrrrnanrrnnennn. 42



Operational Risk

Operational risk represents the risk of loss resulting from inadequate or failed internal processes, people and
systems, or from external events. The definition includes legal risk, which is the risk of loss resulting from failure to
comply with laws and regulations as well as prudent ethical standards and contractual obligations. It also includes
the exposure to litigation from all aspects of an institution's activities. The definition does not include strategic or
reputational risks. Although operational losses are experienced by all companies and are routinely incurred in
business operations, the Corporation recognizes the need 1o identify and control operational losses, and seeks to
limit losses to a level deemed appropriate by management after considering the nawre of the Corporation’s
business and the environment in which it operates. Operational risk is mitigated through a system of internal
controls that are designed to keep operating risks at appropriate levels. An Operational Risk Management
Committee ensures appropriate risk management techniques and systems are maintained. The Corporation has
developed a framework that includes a centralized operational risk management function and business/support
unit risk coordinators responsible for managing operational risk specific to the respective business lines.

In addition, internal audit and financial staff monitors and assesses the overall effectiveness of the system of
internal controls on an ongoing basis. Internal Audit reports the results of reviews on the controls and systems to
management and the Audit Commiuee of the Board. The internal audit staff independently supports the Audit
Committee oversight process. The Audit Committee serves as an independent extension of the Board.

Compliance Risk

Compliance risk represents the risk of regulatory sanctions, reputational impact or financial loss resulting
from its failure to comply with regulations and standards of good banking practice. Activities which may expose
the Corporation to compliance risk include, but are not limited to, those dealing with the prevention of money
laundering, privacy and data protection, community reinvestment initiatives, fair lending challenges resulting
from the Caorporation’s expansion of its banking center network and employment and tax matters.

The Enterprise-Wide Compliance Committee, comprised of senior business unit managers as well as
managers responsible for compliance, audit and overall risk, oversees compliance risk. This enterprise-wide
approach provides a consistent view of compliance across the organization. The Enterprise-Wide Compliance
Committee also ensures that appropriate actions are implemented in business units to mitigate risk to an
acceptable level.

Business Risk

Business risk represents the risk of loss due to impairment of reputation, failure to fully develop and execute
business plans, failure to assess current and new opportunities in business, markets and products, and any other
event not identified in the defined risk categories of credit, market and lquidity, operational or compliance risks.
Mitigaton of the various risk elements that represent business risk is achieved through initiatives to help the
Corporation better understand and report on the various risks. Wherever quantifiable, the Corporation intends to
use situational analysis and other testing techniques to appreciate the scope and extent of these risks.
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CRITICAL ACCOUNTING POLICIES

The consolidated financial statements are prepared based on the application of accounting policies, the most
significant of which are described on page 72 in Note 1 10 the consolidated financial statements. These policies
require numerous estimates and strategic or econormic assumptions, which may prove inaccurate or subject to
varations. Changes in underlying factors, assumptions or estimates could have a materal impact on the
Corporation’s future financial condition and results of operations. The most critical of these significant account-
ing policies are the policies for allowance for credit losses, pension plan accounting, income taxes and the
valuation of restricted stock and stock options, nonmarketable equity securities and warrants, These policies are
reviewed with the Audit Committee of the Board and are discussed more fully below.

Allowance for Credit Losses

The allowance for credit losses (combined allowance for loan losses and allowance for credit losses on
lending-related commitments) is calculated with the objective of maintaining a reserve sufficient to absorb |
estimated probable losses. Management’s determination of the adequacy of the altowance is based on periodic
evaluations of the loan porifolio, lending-related commitments, and other relevant factors. However, this
evaluation is inherently subjective as it requires an estimate of the loss content for each risk rating and for each
impaired loan, an estimate of the amounts and timing of expected future cash flows, an estimate of the value of
collateral, including the market value of thinly traded or nonmarketable equity securities, and an estimate of the
probability of drawing on unused commitments.

Allowance for Loan Losses

Loans for which it is probable that payment of interest and principal will not be made in accordance with the
contractual terms of the loan agreement are considered impaired. Consistent with this definition, all nonaccrual
and reduced-rate loans (with the exception of residential mortgage and consumer loans) are impaired. The fair
value of impaired loans is estimated using one of several methods, including collateral value, market value of
similar debt, enterprise value, liquidation value and discounted cash flows. The valuation is reviewed and updated
on a quarterly basis. While the determination of fair value may involve estimates, each estimate is unique to the
individual loan, and none is individually significant.

The portion of the allowance allocated to the remaining loans is determined by applying estimated loss ratios
to loans in each risk category. Estimated loss ratios incorporate factors such as recent charge-off experience, current
economic conditions and trends, and trends with respect to past due and nonaccrual amounts, and are supported
by underlying analysis, including information on migration and loss given default studies from each of the three
major domestic geographic markets, as well as mapping to bond tables. Since a loss ratio is applied to a large
portfolio of loans, any variation between actual and assumed results could be significant. In addition, a portion of
the allowance is allocated to these remaining loans based on industry specific risks inherent in certain portfolios
that have experienced above average losses, including portfolio exposures to technology-related industries,
Michigan and California residential real estate development and Small Business Administration loans. Further-
maore, a portion of the allowance is allocated to these remaining loans based on industry specific risks inherent in
certain portfolios that have not yet manifested themselves in the risk rating, including porifolio exposures 1o the
automotive industry and California residential real estate development.

A portion of the allowance is also maintained to cover factors affecting the determination of probable losses
inherent in the loan portfolio that are not necessarily captured by the application of estimated loss ratios or
identified industry specific risks. These factors include the imprecision in the risk rating system and the risk
associated with new customer relationships.

The principle assumption used in deriving the allowance for loan iosses is the estimate of loss content for
each risk rating. To illustrate, if recent loss experience dictated that the estimated loss ratios would be changed by
five percent (of the estimate) across all risk ratings, the allocated allowance as of December 31, 2007 would change
by approximately $14 million.
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Allowance for Credit Losses on Lending-Related Commitments

Lending-related commitments for which it is probable that the commitment will be drawn (or sold) are
reserved with the same estimated loss rates as loans, or with specific reserves. In general, the probability of draw for
letters of credit is considered certain once the credit becomes a watch list credit. Non-watch list letters of credits
and all unfunded commitments have a lower probability of draw, to which standard loan loss rates are applied.

Automotive Industry Concentration

A concentration in loans to the automotive industry could result in significant changes to the allowance for
credit losses if assumptions underlying the expected losses differed from actual results. For example, a bankruptey
by a domestic automotive manufacturer could adversely affect the risk ratings of its suppliers, causing actual losses
to differ from those expected. The allowance for loan losses included a component for automotive suppliers,
which assumed that suppliers who derive a significant portion of their revenue from certain domestic manu-
facturers would be downgraded by one or two risk ratings in the event of bankruptcy of those domestic
manufacturers.

For further discussion of the methodology used in the determination of the atlowance for credit losses, refer
to the “Allowance for Credit Losses” section in this financial review on page 46, and Note 1 to the consolidated
financial statements on page 72. To the extent actual outcomes differ from management estimates, additional
provision for credit losses may be required that would adversely impact earnings in future periods. A substantial
majority of the allowance is assigned to business segments. Any earnings impact resulting from actual outcomes
differing from management estimates would primarily affect the Business Bank segment.

Pension Plan Accounting

The Corporation has defined benefit plans in effect for substantially all full-time employees hired before
Januar